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PREFACE 


This  report  Is  submitted  in  accordance  with  the  Levin 
Amendment,  Section  1006(c)  of  Public  Law  96-342,  the  1981 
Defense  Authorization  Act  as  amended  by  Section  1120  of  Public 
Law  97-252,  the  1983  Defense  Authorization  Act.  It  Includes 
a  comprehensive  description  of  the  contributions  of  the  NATO 
allies  and  Japan  to  the  common  defense. 
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I.  INTRODUCTION  AND  OVERVIEW 

This  report  seeks  to  describe  allied  contributions  to  the  common 
defense  and  to  indicate  what  is  being  done  to  assure  that  the  defense 
of  Western  interests  is  shared  equitably.  The  need  for  equitable 
burdensharing  seems  very  clear.  The  growing  Soviet  threat  to  Western 
interests  —  as  a  result  of  the  unremitting  Soviet  military  buildup 
since  the  early  1960s  —  requires  an  increased  defense  effort  by  both 
the  US  and  its  allies.  In  order  to  maintain  adequate  public  and  gov¬ 
ernmental  support  for  this  increased  defense  effort,  equitable  burden¬ 
sharing  is  a  sine  qua  non.  Neither  we  nor  our  allies,  especially  at 
a  time  of  economic  difficulty  for  all,  should  expect  any  one  nation 
to  carry  a  disproportionate  share  of  the  common  defense  burden. 

There  is  no  single  indicator  which  can  serve  as  an  adequate  basis 
for  the  assessment  of  equitable  burdensharing.  Allied  contributions  to 
defense  can  be  understood  best  by  examining  and  comparing  a  variety  of 
indicators  of  ability  to  contribute,  on  the  one  hand,  and  actual  contri¬ 
bution  on  the  other.  This  report  has  used  such  an  approach.  Ability 
to  contribute  is  assessed  by  such  measures  as  gross  domestic  product, 
population,  and  an  index  that  takes  into  account  standard  of  living  and 
economic  development.  Actual  contribution  is  measured  by  such  indicators 
as  total  defense  spending,  total  defense  manpower  and  major  force  holdings. 

The  NATO  allies  make  important  contributions  to  defense  that 
are  not  directly  measured  by  the  quantitative  indicators  mentioned  above. 
Contributions  such  as  allied  host  nation  support,  FRG  support  for  Berlin, 
earmarking  of  civilian  assets  for  defense,  etc.,  are  discussed  in  detail 
in  subsequent  sections. 

In  addition,  the  data  on  allied  defense  efforts  must  be  viewed  in 
historical  perspective.  On  the  basis  of  historical  trends  of  a  variety 
of  major  burdensharing  indicators,  the  non-US  NATO  allies  have  gradually 
taken  on  more  of  the  common  burden.  This  pattern  holds  both  for  the  cur¬ 
rent  situation  compared  with  the  early  1970s,  as  well  as  the  current 
situation  compared  with  the  early  1960s,  i.e.,  prior  to  the  US  build-up 
in  Southeast  Asia.  For  example,  between  1971  and  1981,  real  US  defense 
spending  declined  by  around  7%,  whereas  defense  spending  of  the  non-US 
allies  increased  by  27%  (23%,  excluding  Japan).  For  the  same  period,  US 
active  duty  military  and  civilian  defense  manpower  declined  by  almost  20%, 
while  that  of  the  allies  declined  by  around  3  1/2%.  For  active  duty  mili¬ 
tary  manpower  (i.e.,  excluding  civilians),  the  US  decline  was  23%,  compared 
with  around  2%  for  the  allies. 

The  US  is  now  engaged  in  an  effort  to  redress  some  of  the  deficien¬ 
cies  that  occurred  during  the  years  when  defense  resources  were  steadily 
declining.  Thus,  the  burdensharing  pendulum  is  beginning  to  swing  in  the 
opposite  direction  for  some  indicators.  For  example,  US  increases  in  real 
defense  spending  have  exceeded  the  increases  of  the  non-US  NATO  allies  in 
recent  years. 
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The  projections  for  1982  and  1983  which  indicate  that  the  allies 
will  fail  to  meet  the  NATO  aim  for  3 %  annual  increase  in  real  defense 
expenditures  are  of  particular  concern.  Although  the  non-US  NATO  allies 
achieved  real  increases  of  2.7 %  in  1980  and  1981,  current  estimates 
indicate  a  real  spending  increase  of  only  1.0  to  1.6  in  1982.  For 
1983,  these  increases  are  tentatively  projected  to  be  in  the  range  of 
one  percent.  The  US,  in  contrast,  increased  its  real  defense  expendi¬ 
tures  by  4.1%  in  1981  and  by  7*5%  in  1982.  These  trends,  if  they  con¬ 
tinue,  threaten  to  undermine  the  progress  achieved  in  prior  years  toward 
a  more  equitable  distribution  of  the  allied  defense  burden. 

An  important  underlying  problem  is  the  difficulty  of  maintaining 
increased  defense  expenditures  at  a  time  of  worldwide  recession.  Every 
allied  government  faces  domestic  political  pressure  to  cut  back  on 
defense.  It  is  heartening  that  many  allied  governments,  despite  this 
pressure,  continued  to  increase  their  defense  expenditures  in  1982. 

But  again,  the  declining  rate  of  increase  —  and  for  several  govern¬ 
ments  an  absolute  decrease  in  defense  expenditures  —  is  a  matter  of 
serious  concern.  The  key  need  is  to  obtain  adequate  public  support 
for  sustained  defense  improvements.  At  this  delicate  juncture  in  East- 
West  relations,  none  of  the  allies  can  afford  cutbacks  in  national 
contributions  to  the  defense  of  Western  interests. 

A  summary  evaluation,  on  the  basis  of  various  quantitative  bur¬ 
densharing  measures,  suggests  that  the  US  contribution  to  the  total 
defense  effort  of  NATO  and  Japan  is  somewhat  more  than  its  fair  share. 
The  contribution  of  the  allies  varies  widely  from  nation  to  nation. 

Among  the  non-US  NATO  nations,  some  measure  up  extremely  well,  while 
a  few  do  very  poorly.  Japan,  the  only  non-NATO  nation  addressed  in 
this  report,  is  doing  considerably  less  than  its  fair  share. 

Important  changes  during  the  past  year  with  regard  to  bur¬ 
densharing  are  described  in  Section  IV.  In  the  case  of  Japan,  Prime 
Minister  Nakasone  is  committed  to  an  enhanced  defense  effort. 

In  the  case  of  NATO,  encouraging  developments  include  (l)  satisfactory 
progress  on  70%  of  the  measures  under  the  Long-Term  Defense  Program 
and  (2)  agreement  to  consider  a  substantial  increase  in  the  ceiling 
for  the  NATO  Infrastructure  Program.  Significant  progress  has  also 
been  made  in  developing  various  kinds  of  host  nation  support  arrange¬ 
ments  with  NATO  countries. 

US  actions  to  decrease  its  contributions  to  NATO,  such  as  troop 
withdrawals  from  Europe,  will  not  help  to  increase  the  allied  defense 
contribution.  The  need  for  an  increased  defense  effort  has  been  made 
very  clear  to  our  allies.  There  is  no  evidence  to  indicate  that  US 
troop  withdrawals  would  spur  our  allies  to  do  more  on  their  own  behalf. 
Indeed,  all  indications  are  that  a  withdrawal  would  have  the  opposite 
effect  and  adversely  affect  US  defense  interests.  To  many  Europeans,  a 
unilateral  withdrawal  would  convey  the  impression  that  the  US  no  longer 
considers  the  Warsaw  Pact  threat  a  serious  problem.  US  admonitions 


to  the  allies  to  do  more  would  be  met  with  considerable  skepticism.  For 
other  Europeans,  a  unilateral  US  withdrawal  would  lead  to  the  conclusion 
that  a  successful  forward  defense  is  not  achievable,  thereby  increasing 
the  likelihood  that  accommodation  would  be  sought  with  the  East.  Rather 
than  reduce  its  commitment  to  the  common  defense,  the  US  must  lead  by 
example.  Indeed,  the  US  cannot  afford  to  reduce  its  commitment  to 
allied  defense  —  as  a  vital  matter  of  US  national  security  —  while 
the  Soviet  threat  to  Western  interests  continues  to  grow. 

Recent  actions  of  the  Congress  have  complicated  efforts  to  encourage 
greater  burdensharing.  These  actions  include  the  reduction  in  procurement 
funds  for  Pershing  II  and  the  Ground-Launched  Cruise  Missile.  Outside  of 
these  decisions,  however.  Congress  has  indicated,  with  regard  to  Pershing 
II,  that  it  remains  firmly  committed  to  Intermediate-Range  Nuclear  Force 
(INF)  modernization  in  Europe.  But  the  reduction  in  procurement  funds, 
by  giving  the  false  impression  that  the  US  may  be  reducing  its  commitment 
to  allied  defense,  tends  to  feed  the  political  pressure  in  allied  nations 
for  defense  cutbacks.  The  allied  decision  to  deploy  INF  systems  in  1983 
—  unless  concrete  results  can  be  achieved  at  the  INF  negotiations  —  is 
itself  a  prime  example  of  burdensharing.  It  is  critically  important  for 
the  success  of  this  effort,  which  has  become  a  sensitive  political  matter 
for  European  governments,  that  the  US  not  appear  to  weaken  in  its  deter¬ 
mination  to  proceed. 

Other  Congressional  provisions  which  are  detrimental  to  burdenshar¬ 
ing  initiatives  are  the  specialty  metals  restrictions  on  defense  procure¬ 
ment  and  the  denial  of  funds  for  the  Wartime  Host  Nation  Support  (WHNS) 
agreement  with  the  FRG  and  the  prepositioning  in  Europe  of  two  additional 
division  sets  of  combat  equipment,  referred  to  as  POMCUS  sets  5  and  6. 

The  specialty  metals  restriction  has  a  direct  effect  on  burdensharing 
by  hindering  cooperative  defense  production  and  defense  industrial 
offsets.  In  fact,  the  restrictions  could  jeopardize  the  new  initiative 
to  exploit  emerging  technologies  for  improved  NATO  defense  since  this 
effort  is  heavily  dependent  on  coproduction  and  trade.  The  WHNS  agree¬ 
ment,  Just  concluded  last  year,  and  POMCUS  sets  5  and  6  are  both  examples 
of  another  aspect  of  burdensharing  whereby  the  allies  have  undertaken 
to  help  support  US  reinforcements  to  NATO  Europe  during  crises  or  war. 

The  failure  to  meet  commitments  under  the  WHNS  and  POMCUS  programs, 
despite  cost-sharing  arrangements  that  are  highly  advantageous  to  the 
US,  undercuts  US  credibility  on  the  entire  burdensharing  issue. 

The  principal  need  for  the  coming  year  is,  in  close  collaboration 
with  the  allies,  to  bring  to  fruition  programs  to  improve  Western  defenses 
The  true  meaning  of  burdensharing  and  the  offsets  must  not  be  sidetracked 
as  it  involves  such  programs  as  the  Ground-Launched  Cruise  Missile  bas¬ 
ing,  host  nation  support,  prepositioning  sites,  etc.  The  Congress  should 
act  to  provide  appropriate  relief  on  the  matters  discussed  above  at  the 
earliest  possible  date.  The  burdensharing  challenge  for  1983  is  to 
push  ahead  with  national  and  Joint  programs  for  defense  improvement. 


with  particular  attention  in  the  NATO  case  to  INF  deployment.  It 
will  not  be  possible  to  convince  the  new  regime  in  the  USSR  to  negO' 
tiate  seriously  on  arms  control  unless  all  the  NATO  allies  show  the 
political  will  to  take  the  necessary  steps  to  insure  that  NATO's 
posture  of  deterrence  and  defense  is  credible.  In  the  face  of  the 
relentless  Soviet  buildup,  steadfastness  of  purpose  and  action  by 
both  the  US  and  its  allies  is  essential  for  the  continued  protec¬ 
tion  of  their  vital  interests. 
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II.  BURDENSHARING  FACTORS 


The  primary  objective  of  NATO  is  to  provide  for  the  desired  level 
of  security  for  the  people  of  the  entire  NATO  area.  We  want  to  achieve 
this  objective  at  the  lowest  necessary  level  of  burden  and  on  an  equit¬ 
able  basis.  While  this  is  the  basic  objective,  defining  it  in  concrete 
terms  is  elusive. 


An  analysis  of  what  constitutes  the  "desired  level  of  security"  in 
these  closing  decades  of  the  20th  century  is  beyond  the  scope  of  this 
paper.  However,  it  is  clear  that  this  fundamental  consideration  must 
influence  how  much  burden  a  country  is  willing  to  carry.  Nations  may 
perceive  the  threat  somewhat  differently,  and  will  be  reluctant  to  expend 
scarce  resources  for  force  improvements  they  believe  are  unnecessary  or 
postponable.  In  such  a  situation,  if  external  political  pressures  do 
result  in  the  allocation  of  additional  resources,  this  may  be  at  the 
expense  of  Alliance  cohesion. 
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By  the  same  token,  an  equitable  burden  in  meeting  even  a  commonly 
perceived  threat  defies  agreed  definition.  Burdensharing  is  not  a  simple 
comparison  of  expenditures  but  must  somehow  translate  into  equitable  sac¬ 
rifice  relative  to  a  nation's  capability. 


An  early  NATO  report  on  burdensharing  concluded: 


"In  the  last  analysis,  our  assessment  and  comparison  of  burdens 
require  a  collective  act  of  Judgement  which  cannot  be  substi¬ 
tuted  by  any  mechanical  principle  ..."  (What  should  bel  "aimed 
at  is  an  assessment  of  the  reasonableness  of  the  defense  effort 
of  each  country,  having  regard  to  its  overall  economic  position 
as  shown  by  a  series  of  economic  indicators.  This  reasonable¬ 
ness  would  involve  a  broad  equality  of  sacrifice  which  takes 
into  account  each  country's  capacity". 


What  might  be  added  is  that  the  political  burden  should  also  be 
considered,  as  well  as  offsetting  benefits  such  as  industrial  contracts 
and  Jobs,  technological  fallout,  foreign  military  sales,  and  political 
freedom  of  action. 


Because  of  these  difficulties,  and  despite  many  efforts,  NATO  has  not 
developed  a  precise  definition  of  the  burden  or  a  methodology  for  measuring  it. 


Annex  B  has  a  more  detailed  discussion  of  the  technical  and  conceptual 
problems  that  complicate  burdensharing  comparisons.  For  example,  a  country 
with  balance  of  payment  problems  tends  to  emphasize  the  cost  of  troops  sta¬ 
tioned  outside  its  territory  or  the  procurement  of  military  equipment  abroad. 
Countries  with  low  standards  of  living  or  serious  economic  problems  point 
to  the  importance  of  strong  economies  on  which  to  base  military  strength. 
However,  a  broad  discussion  of  both  the  political  and  economic  factors  that 
influence  and  constrain  national  decisions  and  actions  on  alliance  security 
issues  follows  below. 
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POLITICAL  FACTORS 


Our  major  Free  World  partners  clearly  share  a  basic  commitment  to  the 
institutionalized  arrangements  which  link  them  to  the  United  States  in  the 
pursuit  of  collective  security,  i.e.,  the  North  Atlantic  Treaty  Organization 
(NATO)  in  the  case  of  our  European  allies  and  Canada  and  the  bilateral  Treaty 
of  Mutual  Cooperation  and  Security  in  the  case  of  Japan.  There  is  also  a 
broad  acceptance  of  the  principle  of  equitable  burdensharing.  This  is  shown 
not  only  in  such  formal  pronouncements  as  those  of  the  Bonn  NATO  Summit  of 
June  1982  and  of  successive  ministerial  level  meetings  of  the  North  Atlantic 
Council  and  NATO  Defense  Planning  Committee,  but  it  is  also  evident  in  the 
concrete  plans  and  actions  which  have  been  adopted  and  which,  in  many 
respects,  are  being  effectively  implemented. 

Nonetheless,  differences  do  arise  as  we  seek  to  coordinate  our  pol¬ 
itical  and  politico-economic  responses  to  challenges  to  security  (e.g., 

Poland  and  Afghanistan),  and  as  we  seek  to  stretch  limited  national 
resources  to  cover  levels  of  expenditures  adequate  to  keep  our  posture  of 
deterrence  and  defense  credible.  To  a  large  extent,  the  divergencies  of 
policy  and  action  —  especially  in  the  area  that  might  be  termed  "political" 
or  "political-economic"  burdensharing  —  stem  from  differing  perceptions. 

For  a  number  of  historical,  geographical  and  political  reasons,  precise 
evaluations  of  the  Soviet  threat  and  of  the  most  effective  mix  of  responses 
thereto  may  sometimes  differ  between  the  US  and  its  allies.  Our  European 
partners,  in  particular,  while  essentially  supportive  of  a  strong  Western 
stance  against  destabilizing  and  aggressive  actions  on  the  part  of  the  USSR 
and  Warsaw  Pact,  must  take  into  account  bodies  of  domestic  opinion  which  tend 
to  place  considerable  reliance  on  the  efficacy  of  dialogue  and  of  economic  and 
cultural  ties  in  moderating  such  behavior.  Individual  governments  may  have 
special  regional,  ideological  or  ethnic  concerns  which  add  unique  nuances  to 
their  outlook  and  place  constraints  on  the  degree  of  activism  which  they  can 
show  in  a  given  policy  area.  When  these  more  philosophical  differences  are 
compounded  by  the  interplay  of  significant  national  economic  interests,  as 
in  the  question  of  Western  participation  in  the  construction  of  the  Soviet 
gas  pipeline,  the  effort  to  reach  a  consensus  becomes  especially  complicated. 

With  respect  to  burdensharing  in  the  sense  of  resource  allocation  for 
defense,  the  major  contributing  factors  to  divergencies  of  view  among  allies 
appear  to  be  fiscal  stringencies,  domestic  social  demands  and  the  consequent 
need  to  make  difficult  political  choices.  While  national  perceptions  of  the 
immediacy  of  the  threat  posed  by  the  Soviet  military  buildup  and  Soviet 
international  policies  and  behavior  may  vary,  there  is  a  general  consensus 
among  allied  governments  that  it  is  necessary  to  improve  the  West's  military 
capabilities  to  redress  existing  imbalances  and  to  anticipate  the  longer  term 
indications  of  current  trends.  The  United  States,  which  has  increased  its 
own  defense  expenditures  by  7*5%  in  FY  82  and  estimates  an  increase  of  10.3% 
in  FY  83  despite  competing  priorities  for  government  resources,  cannot  but 
express  disappointment  when  its  allies  fall  well  below  minimal  target  figures 
for  maintaining  momentum  on  force  improvements.  At  the  same  time,  an  objec¬ 
tive  analysis  requires  recognition  that  the  domestic  political,  economic  and 


social  dilemmas  faced  by  allied  decision-makers  in  a  time  of  persistent 
world  recession  are  real.  In  Europe  and  Canada  —  as  indeed  in  the  US  — 
diminished  levels  of  employment,  consequent  drops  in  tax  revenue  and 
increases  in  social  assistance  outlays  claim  urgent  national  attention 
and  place  severe  pressure  on  public  sector  budgets.  The  US  perception 
of  a  highly  productive  and  prosperous  Western  Europe  able  to  sustain  an 
increasingly  greater  share  of  the  common  defense  remains  valid  in  many 
respects  —  e.g.,  the  social  benefits  in  the  most  developed  of  the  fifteen 
other  NATO  nations  remain  generally  more  extensive  than  in  the  US  and 
standards  of  living  remain  high  —  but  it  is  not  as  valid  as  it  might 
have  been  some  five  to  seven  years  ago.  In  any  case,  it  is  a  perception 
which  many  Europeans  with  growing  tax  burdens  and  incomes  now  beginning 
to  diminish  in  real  terms  do  not  readily  share. 

Another  factor,  which  to  date  has  been  more  significant  in  terms 
of  political  burdensharing  than  in  terms  of  the  allocation  of  material 
resources,  has  been  the  growth  of  peace  movements  in  many  of  the  countries 
of  the  Atlantic.  While  some  of  these  groups,  or  elements  therein,  have 
called  for  the  dissolution  of  NATO,  cutbacks  in  conventional  defense 
spending  and  the  like,  their  major  focus,  so  far,  has  been  an  opposition 
to  nuclear  weapons,  and  their  major  effect  has  been  to  raise  the  politi¬ 
cal  cost  of  national  decisions  in  support  of  the  nuclear  component  of 
NATO's  deterrence  triad.  Thus,  they  have  complicated  governments'  tasks 
in  "political"  burdensharing.  Leaving  aside  the  indisputable  Soviet 
activities  —  both  overt  and  covert  —  to  orchestrate  and  exploit  these 
movements  in  an  effort  to  sap  the  West's  political  will,  the  European 
peace  movements  themselves  reflect  in  large  part  essentially  indigenous 
political,  historical  and  cultural  factors  and  are  characterized  by  a 
number  of  sometimes  paradoxical  assumptions  and  conclusions. 

Common  to  all  these  movements  is  a  fear  that  East-West  rivalries  may 
be  slipping  out  of  rational  control  and  that  war  —  particularly  nuclear 
war  —  is  more  likely  now  than  in  the  last  several  decades.  Behind  this 
lies  at  least  a  tacit  recognition  that  the  era  of  "detente"  did  not  live 
up  to  its  promise  and  that  the  apparent  easing  of  tensions  masked  an 
intensified  Soviet  arms  buildup,  the  beginnings  of  global  projection  of 
Soviet  power,  and  new  threats  to  the  vital  interests  of  the  West  in  areas 
outside  of  NATO  Europe.  At  the  same  time,  there  is  a  certain  nostalgia 
for  what  seemed  a  more  secure  period  and  an  understandable  desire  for  new 
efforts  to  achieve  constructive  East-West  relationships.  A  perception  of 
declining  US  power  and  will  is  often  coupled  with  suspicions  of  US  motiva¬ 
tions,  political  acumen  and  ability  to  maintain  a  consistent  policy  line. 
There  is  sometimes  a  marked  tendency  to  equate  US  objectives  and  behavior 
with  those  of  the  USSR  —  an  expressed  mistrust  of  all  superpowers. 

As  a  contributing  element  to  this  erosion  of  confidence  in  US  leader¬ 
ship  and  commitment  and  in  the  continuing  validity  of  NATO's  strategy  of 
deterrence,  European  commentators  have  often  cited  the  rise  of  "the  succes¬ 
sor  generation."  It  is  undoubtedly  relevant  that  much  of  today's  adult  pop 
ulation  in  Western  Europe  has  no  direct  memory  of  World  War  II,  the  lessons 
of  the  democracies'  pre-war  unpreparedness  and  attempted  accommodations. 


or  of  the  US  role  in  liberating  Western  Europe,  in  materially  assisting 
its  economic  and  political  resurgence  and  in  providing  a  strategic  shield 
behind  which  the  collective  political  will  and  the  effective  defense  pos¬ 
ture  of  the  Alliance  have  maintained  peace  with  freedom  for  almost  40  years 

While  many  of  the  solutions  advanced  by  the  peace  movements  of  the 
last  several  years  would,  in  fact,  undermine  the  prospects  for  lasting 
stability  and  security  in  Europe  and  worldwide,  these  movements  do  reflect 
many  deeply  felt  concerns  of  free  citizens  in  our  Western  democracies  about 
key  issues  of  survival  and  security  and  human  decency.  The  US  and  allied 
governments  must  deal  seriously  and  forthrightly  with  these  concerns,  mak¬ 
ing  their  policies  and  the  sacrifices  needed  to  implement  those  policies 
intelligible  and  supportable  by  the  citizenry. 

Examining  the  record  sheet  against  the  backdrop  of  these  political  and 
politico-economic  constraints ,  it  is  clear  that  despite  shortfalls  between 
targets  and  achievements  there  is  much  concrete  evidence  that  our  partners 
are  taking  seriously  the  principle  of  burdensharing. 

—  In  almost  all  cases,  defense  spending  was  accorded  a  degree  of 
priority  over  social  spending,  i.e.,  while  the  defense  budgets  may  not 
have  increased  in  most  cases  at  the  target  three  percent,  social  spend¬ 
ing  was  similarly  restrained,  or  even  decreased  in  real  terms. 

—  The  allies  are  moving  forward  steadily  on  bilateral  arrangements 
for  expanded  wartime  host  nation  support,  much  of  which  is  committed  on 
a  non-reimbursable  or  on  a  "cost"  basis.  They  are  also  making  further 
efforts  to  reduce  US  costs  in  improving  US  force  facilities  and  the  qual¬ 
ity  of  life  for  US  personnel  abroad. 

—  Over  the  past  several  years ,  the  allies  have  agreed  on  expanded 
construction  programs  financed  by  common  funding  under  the  NATO  Infra¬ 
structure  Program.  In  response  to  US  concerns,  criteria  were  broadened  to 
permit  financing  of  certain  types  of  projects  (e.g.,  storage  sites  for  US 
forces)  previously  funded  entirely  by  the  US.  By  decision  of  the  Defense 
Ministers  in  December  1982,  NATO  now  has  under  study  the  question  of  fur¬ 
ther  augmentation  of  the  Infrastructure  Program. 

—  NATO's  evaluation  and  planning  procedures  have  been  steadily 
improved  to  assure  more  rational  and  effective  allocation  of  resources 
to  assigned  missions. 

—  In  terms  of  political  burdensharing,  the  allies  are  holding 
firm,  despite  the  Soviet  "peace  offensive"  and  elements  of  organized 
domestic  opposition,  in  their  basic  support  of  NATO's  1979  decision  on 
intermediate-range  nuclear  force  modernization  and  arms  control  efforts. 

--  Our  NATO  partners  have  formally  recognized  that  certain  out-of¬ 
area  developments  can  impact  on  vital  Western  interests,  that  individual 
Alliance  members  may  have  to  take  actions  to  protect  those  interests  and 
that  other  partners  can  contribute  to  the  common  cause  by  facilitating 


such  actions,  while  all  take  appropriate  compensating  measures  to 
assure  the  maintenance  of  an  adequate  defense  posture  in  Europe. 

—  While  divergencies  of  policy  have  received  major  media  and 
popular  attention,  there  has,  in  fact,  been  a  considerable  degree  of 
consensus  on  responses  to  such  developments  as  Poland  and  Afghanistan, 
and  a  significant  degree  of  allied  cooperation  and  coordination,  both 
with  respect  to  national  measures  and  to  actions  in  multilateral  fora. 

In  sum,  we  and  our  allies  are  in  general  agreement  that  greater 
efforts  by  all  are  called  for.  The  Administration  is  continuing  efforts 
to  develop  with  the  allies  new  approaches  to  ensure  that  the  US  does  not 
bear  a  disproportionate  share  of  common  responsibilities.  At  the  same 
time,  it  would  be  a  mistake  to  sell  short  the  degree  of  cooperation  and 
burdensharing  which  does  exist  and  the  concrete  efforts  which  are  being 
made  by  allies  under  politically  and  economically  difficult  circumstances. 

It  must  also  be  borne  in  mind  that  the  United  States,  unlike  its  allies, 
is,  in  fact,  a  superpower  with  worldwide  strategic  interests  and  objectives 
and  global  responsibilities.  In  the  broadest  sense,  US  actions  in  support 
of  world  order  and  stability  serve  the  interest  of  all  the  Free  World,  but 
in  a  more  narrow  sense  we  have  a  freedom  to  pursue  our  own  perceptions  of 
global  interests,  goals  and  appropriate  strategies  which  our  partners  do 
not  have.  This  points  to  an  intensity  and  type  of  effort,  which  inescap¬ 
ably,  will  be  greater  than  that  of  our  allies. 

We  also  have  a  leadership  role  within  our  alliances  and,  to  be  effec¬ 
tive,  we  must  lead  not  only  hy  advocacy,  but  by  example.  Indications  that 
the  United  States'  commitment  to  its  most  fundamental  collective  security 
relationships  may  be  flagging  might  seem  to  inspire  allied  moves  toward 
greater  burdensharing  in  the  short  run.  Over  the  longer  term,  however, 
this  will  undermine  confidence  in  our  reliability  and  steadfastness,  and 
thus  erode  allied  belief  in  the  continued  relevance  of  those  cooperative 
arrangements  that  have  served  the  US  and  its  allies  —  and  the  cause  of 
world  peace  and  stability  —  so  well  for  almost  four  decades. 

ECONOMIC  FACTORS 

There  are  several  economic  factors  which  contribute  to  a  full  under¬ 
standing  of  the  burden  actually  borne  by  NATO  members  in  their  collective 
defense.  The  nation's  particular  economic  situation  and  its  balance  of 
payments  position  are  important  short-term  determinants  of  the  assets  a 
nation  will  find  it  feasible  to  make  available  for  its  defense.  A  nation's 
stage  of  economic  development  is  a  longer-term  and  less  tractable  limit  on 
a  nation's  potential  commitment.  Other  more  or  less  indirect  contributions 
should  also  be  taken  into  account:  resource  transfers  to  less  developed 
countries,  both  official  and  private;  contributions  in  kind,  e.g.,  land, 
buildings  and  facilities;  lost  tax  revenue;  and  lost  commercial  opportunities 
NonNATO  defense  expenses,  such  as  the  German  government's  defense  of  Berlin, 
must  also  be  considered  in  order  to  round  out  the  total  expenditure  picture. 


General  Economic  Situation 


NATO  countries  without  exception  have  gone  through  a  disappointing 
year.  The  economic  upturn  predicted  for  late  1982  did  not  take  place  — 
and  inflation,  lack  of  growth  and  unemployment  have  worsened  in  most  cases. 
NATO  nation  political  leaders  have  been  faced  with  the  inability  to  continue 
their  agreed  growth  in  defense  effort  and  to  meet  the  increasing  costs  of 
broad  social  programs  —  which  European  publics  have  come  to  expect  and 
rely  upon  since  the  wave  of  European  prosperity  began  after  the  end  of 
World  War  II.  Electorates  are  reluctant  to  give  up  these  sound  gains  or 
to  admit  that  post  WW  II  prosperity  may  have  peaked  and  that  some  form  of 
sacrifice  may  be  in  order  to  maintain  essential  deterrent  forces. 

High  interest  rates  problems  have  often  been  advanced  in  the  context 
of  the  burdensharing  analysis.  The  argument  is  that  high  US  interest  rates 
have  caused  most  of  the  major  capital  outflows  from  Europe  to  the  US  and 
complicated  Europe's  economic  situation.  This  is,  at  best,  an  oversimplifi¬ 
cation  since  there  are  several  other  factors  which  have  encouraged  a 
temporary  flight  of  capital.  Fears  of  European  recession,  uncertainties 
over  the  directions  taken  by  governments,  nationalizations  in  France  — 
all  contributed  at  least  as  much  as  the  higher  rates  of  return  available 
in  the  US.  In  any  case,  since  US  rates  have  dropped  considerably  in  1982, 
this  argument  can  now  be  laid  to  rest. 

Social  Program  Expenditures 

As  noted  above,  European  governments  have  provided  a  remarkable  number 
of  social  guarantees  and  benefits  to  their  populations  in  the  past  thirty 
years  or  so.  In  some  cases,  bulding  on  social  legislation  and  programs 
worked  out  during  the  thirties  (or  even  earlier),  postwar  European  govern¬ 
ments  have  constructed  an  edifice  of  social  guarantees  from  which  there 
is  no  practical  turning  back.  The  growth  of  these  European  entitlements 
(similar  to  US  programs  of  the  same  era)  is  not  easily  controlled,  and 
moves  to  curtail  or  reduce  benefits  require  extraordinary  political  will 
and  persuasiveness. 

In  fact,  although  there  may  be  grudging  acceptance  in  the  US  of  the 
difficulty  of  increasing  social  programs  in  bad  economic  times,  this  idea 
has  not  taken  hold  at  the  grass  roots  in  Europe  and  the  question  there  is 
whether  already  constrained  defense  programs  shall  be  cut  in  order  to  avoid 
any  decrease  in  the  level  of  social  benefits.  In  some  countries  social 
transfers  have  ratcheted  up  to  a  level  where  NATO  defense  contributions 
have  been  seriously  hurt. 

These  social  programs  are  by  no  means  always  unproductive,  nor  would 
their  elimination  or  reduction  necessarily  mean  that  the  resources  released 
would  be  available  for  defense.  One  example  would  be  government-provided 
or  subsidized  day-care  facilities  which  make  it  possible  for  many  Northern 
European  women  ( 50%  of  the  total)  to  enter  the  labor  market.  Without  this 
program,  their  contributions  would  be  lost  to  the  nation's  Gross  National/ 
Domestic  Product  with  corresponding  losses  to  the  defense  effort. 


Nonetheless,  there  seems  to  be  a  growing  recognition  in  some 
NATO  countries  that  social  programs  cannot  grow  exponentially  —  particu¬ 
larly  in  a  period  of  no  growth.  Where  the  economic  pie  is  not  growing, 
and  nations  are  committed  to  increases  in  defense  spending  (3$  real 
growth),  the  extra  funds  will  have  to  come  from  somewhere,  and  social 
programs  are  the  obvious  source.  This  requires  a  good  deal  of  political 
courage  and  it  is  not  yet  clear  whether  all  our  allies  will  be  able  to 
find  it. 

Contribution  of  Stationed  Forces  to  Host  Nation  Economy 

A  tangible  benefit  to  nations  where  NATO  troops  are  stationed 
is  the  hard  currency  contributions,  both  official  and  personal,  which  go 
along  with  maintenance  of  large  forces  in  being.  Housing,  food  supplies 
and  energy  are  a  few  of  the  major  expenditures  which  are  largely  bought 
from  the  host  country.  Support  services  and  administration  are  also 
largely  staffed  by  nationals  of  the  host  country,  making  military  bases 
important  employers  in  several  nations.  In  the  nearly  forty  years  since 
the  end  of  WW  II,  the  economies  of  numbers  of  communitie  in  Western 
Europe  have  become  tightly  linked  to  the  spending  patterns  of  local 
base  administrations.  Local  economies  also  benefit  from  base-related 
priorities  for  internal  redistribution  -  where  national  governments 
spend  important  sums  locally  in  support  of  facilities  on  their  own  soil. 
While  this  does  not  add  to  the  income  of  the  nations  at  large,  it  has 
important  local  effects. 

Effect  of  Inflation  on  Defense  Spending  Measurement 

The  problem  of  measuring  inflation's  effects  on  the  various  nations' 
defense  expenditures  has  been  difficult  and  is  not  yet  really  solved. 

The  most  promising  approach  has  been  the  use  of  the  defense  deflator,  a 
factor  calculated  for  each  nation  which  provides  a  more  or  less  close 
estimate  of  a  particular  country's  defense  expenditure  in  real  terms; 
i.e.,  in  terms  of  some  agreed  base-year's  expenditure.  The  ideal  deflator 
would  allow  a  comparison  among  national  defense  budget  outlays  accepted 
as  accurate  by  all  NATO  countries.  There  are  several  methods  used  to 
compute  deflators  but  none  has  the  whole-hearted  support  of  all  member 
nations.  Nonetheless,  despite  the  difficulty  in  calculating  the  various 
deflators  and  the  reluctance  of  member  nations  in  accepting  figures 
based  on  their  use,  deflators  are  widely  employed  for  making  compari¬ 
sons. 


Accurate  measurement  of  inflation  and  comparison  with  allowance 
for  inflation  is  important  because  of  the  widespread  public  percep¬ 
tion  that  increased  defense  expenditures  in  nominal  terms  actually  repre¬ 
sent  increases  in  equipment,  readiness,  force  strength,  etc.  It  is  in 
fact  more  common  for  inflation  to  weaken  NATO's  posture,  even  when  defense 
expenditures  may  initially  continue  to  increase  in  real  terms.  In  the 
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face  of  inflation-augmented  social  claims  of  the  unemployed,  the  desti¬ 
tute  and  the  elderly,  governments  soon  find  that  the  national  consen¬ 
sus  on  defense  spending  is  wearing  thin.  All  NATO  countries  found 
themselves  in  this  position  to  greater  or  lesser  extent  during  1982. 

Effects  of  Defense  Expenditures  on  National  Economies 

Defense  expenditures,  like  other  government  transfers  within  a 
given  economic  system,  have  important  effects  on  a  national  economy. 

They  do  not  fluctuate  much  with  the  state  of  the  economy  as  many  gov¬ 
ernment  programs  do,  but  in  general,  they  provide  reliable,  long-term 
income  and  employment  in  both  defense  and  defense-related  industries. 
There  are  technological  advantages  accruing  to  all  sectors  of  industry 
from  spin-off  from  military  technology. 

Important  savings  can  also  be  realized  when  large  production  runs 
of  standardized  material  are  made  available  for  sale  to  several  or  all 
NATO  members.  The  economics  of  scale  involved  aid  smaller  nations  par¬ 
ticularly,  releasing  them  of  the  necessity  of  setting  up  low  volume, 
inefficient  facilities  to  produce  items  solely  for  their  own  use. 

International  Balance  of  Payments 

All  NATO  countries  continue  to  struggle  with  more  or  less  severe 
balance  of  payments  problems.  The  two  oil  shocks  have  made  these  prob¬ 
lems  more  acute.  While  there  is  only  limited  leeway  in  most  nations' 
ability  to  control  their  purchases  of  energy,  they  may  feel  they  have 
greater  discretionary  control  over  paying  hard  currency  for  military 
imports.  In  some  cases,  nations  feel  constrained  to  demand  substantial 
industrial  offsets  to  balance  their  purchases  from  outside  their  borders 
and  in  others,  pressures  grow  for  the  establishment  of  independent  dom¬ 
estic  arms  industries.  Those  nations  that  maintain  a  substantial  number 
of  troops  beyond  their  own  borders  (Belgium,  US,  France,  UK)  incur  fur¬ 
ther  balance  of  payments  liabilities  as  a  result  of  the  outflow  of  funds 
to  support  these  foreign  deployemnts. 

In  recent  years,  Turkey,  the  least  developed  of  the  NATO  nations, 
has  had  the  most  severe  balance  of  payments  problem  in  the  Alliance. 

The  richer  NATO  countries  have  attempted  to  help  out  with  substantial 
aid  flows.  A  three  year  stabilization  program  is  working  well  and 
Turkish  exports  are  up. 


Economic  Development 

The  NATO  Alliance  has  several  members  (and  sub-national  regions) 
which  are  classic  underdeveloped  areas.  Turkey  is  probably  still  a 
bonafide  less-developed  country.  Portugal  is  in  a  slightly  better  posi¬ 
tion,  as  is  Greece.  Both  Spain  and  Italy  have  large  areas  significantly 
below  the  income  levels  of  the  rest  of  the  national  territory.  The  stab¬ 
ility  of  these  nations  is,  to  a  greater  extent  or  lesser  extent,  dependent 


on  their  continued  development,  and  thus  this  development  will  to  some 
extent  determine  their  roles  in  the  Alliance  in  future  years. 


West  Berlin 

Germany  makes  substantial  outlays  for  the  defense  of  West  Berlin 
which  include  the  support  of  three  allied  garrisons  (US,  UK  and  France). 
There  are  also  programs  funded  by  West  Germany  designed  to  promote  the 
political  and  economic  stability  of  the  city.  Because  of  several  wartime 
and  postwar  agreements ,  West  Berlin  expenditures ,  even  for  the  military 
garrisons,  cannot  be  included  as  defense  expenditures  in  NATO  tallies. 
Yet,  it  is  Alliance  doctrine  that  the  defense  of  West  Berlin  is  a  NATO 
commitment.  If  the  funds  West  Germany  spends  in  West  Berlin  (over  $7 
billion  per  annum)  were  included  in  her  NATO  total,  her  officially  docu¬ 
mented  alliance  burdensharing  level  would  go  up  substantially.  The  city 
of  Berlin  remains  of  great  psychological  value  to  Germans  on  both  sides 
of  the  border,  while  the  NATO  commitment  to  its  defense  is  a  visible 
measure  of  NATO's  resolve  in  Central  Europe. 


Use  of  the  Defense  Budget  to  Subsidize  Industi 
Programs 


and  to  Promote  Social 


Numbers  of  NATO  countries,  from  time  to  time,  have  used  defense 
appropriations  to  subsidize  domestic  industry  and/or  to  promote  social 
programs.  There  is  no  objection  per  se  to  these  practices,  which  are 
the  right  of  any  sovereign  nation,  but  they  should  have  the  improvement 
of  the  national  defense  as  their  primary  aim.  To  the  extent  that  they 
are  protectionist  in  nature  or  act  as  hidden  export  subsidies,  they  touch 
upon  the  interests  of  trading  partners  and  are  subject  to  protest  under 
various  multilateral  and  bilateral  agreements. 

Industrial  Impact 

Over  the  years,  several  programs  have  been  developed  within  NATO  for 
the  cooperative  development  and  production  of  NATO  weapons.  Among  these 
are  coproduction,  dual-production  and  the  families  of  weapons  concept. 
These  programs  all  involve  the  sharing  of  development  and  production 
costs  and  have  produced  large  savings  in  R&D  expenditures  to  individual 
nations.  They  are  the  primary  avenue  of  technology  transfer  among  the 
nations  of  the  Alliance.  Weapons  program  transfers  operate  in  both 
directions.  For  example,  the  US  has  bought  the  MAG-58  machine  gun 
and  the  120mm  tank  gun  from  Europe  and  European  manufacturers  have 
fabricated  the  F-l6  airframe  and  components. 

In  defense  equipment  trade,  the  balance  is  still  well  in  the  United 
States'  favor.  In  dollar  terms  we  sell  approximately  six  times  more 
equipment  to  Europe  than  they  buy  from  us.  This  may  be  partly  explained 
by  the  preponderance  of  big  ticket  items  (warplanes)  we  sell  to  Europe, 
but  the  trade  situation  might  be  healthier  if  the  6:1  ratio  could  be 
lowered. 
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Aid  to  Developing  Countries 


Official  aid  to  developing  countries  is  sometimes  cited  as  part  of 
a  nation's  overall  defense  burden.  In  addition  to  military  assistance, 
which  is  included  in  NATO's  definition  of  defense  expenditure,  most  indus¬ 
trialized  NATO  countries  extend  various  types  and  amounts  of  developmental 
assistance  to  developing  countries.  While  these  expenditures  do  not  add 
directly  to  NATO's  defensive  capability,  they  do  in  general  contribute 
to  Free  World  peace  and  stability  and  they  do  constitute  a  financial  bur¬ 
den  on  the  donor's  economy.  The  proportion  of  putative  economic  aid 
actually  assignable  to  defense-related  purposes  should  be  estimated  on 
a  case-by-case  basis.  There  is  so  much  variation  in  the  objectives  and 
recipients  of  aid  that  direct  comparisons  between  donor  countries  are 
very  hard  to  make. 

Further,  defining  "aid"  is  extremely  difficult  and  can  be  misleading. 
Exemptions  from  tariff  and  non-tariff  barriers,  monetary  and  non-monetary 
preferences,  standards  and  codes  and  a  variety  of  preferential  commercial 
arrangements  all  influence  the  amounts  of  assistance  provided  in  real  terms 
Statistical  problems  abound.  Chart  II-l  is  an  attempt  to  reconcile  as  many 
of  the  problems  as  possible. 
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III.  BURDENSHARING  MEASURES  AND  PERFORMANCE 


INTRODUCTION 

As  discussed  earlier,  there  currently  exists  no  agreed  mathematical 
formula  that  enables  us  to  combine,  with  appropriate  weighting,  all  of 
the  major  elements  of  burdensharing  into  a  precise  "super  indicator"  of 
fair  shares.  In  an  effort  to  be  responsive  to  the  spirit  of  the  Congres¬ 
sional  request  for  a  comparison  of  "fair  and  equitable  shares  . . .  that 
should  be  borne"  and  "actual  defense  efforts  ...  that  currently  exist,” 
we  have  adopted  a  general  approach  that  entails  displaying  side-by-side 
a  number  of  selected  indicators.  Our  overall  assessment  takes  into 
account  these  indicators  and  the  non-quantifiable  factors  discussed 
elsewhere  in  this  report. 

BURDENSHARING  MEASURES  AND  PERFORMANCE 

This  section  and  Appendix  A  provide  a  detailed  comparison  of  US 
and  allied  efforts  based  on  a  variety  of  major  burdensharing  indicators. 

This  material  addresses  each  indicator  individually,  discussing  the  purpose/ 
utility  of  the  indicator  as  well  as  important  caveats  and  limitations. 
Relevant  statistics  are  summarized  and/or  graphically  depicted  in  accom¬ 
panying  charts.  The  indicators  encompass  three  general  categories:  (l) 
indicators  of  ability  to  contribute  (e.g. ,  gross  domestic  product,  popu¬ 
lation,  etc.)  1/,  (2)  indicators  of  amount  of  contribution  (e.g.,  total 
defense  spending,  and  total  military  and  civilian  manpower)  2/  and  (3) 
indicators  that  relate  contribution  and  ability  to  contribute  (e.g., 
percent  of  GDP  allocated  to  defense  spending).  3/ 

In  theory  there  could  be  another  category  of  indicators  depicting 
benefits  received.  For  the  most  part  these  are  highly  subjective  and 
not  easy  to  quantify.  Since  one  of  the  major  benefits  of  participating 
in  a  common  defense  effort  is  successful  deterrence  of  conflict  and 
freedom  from  foreign  domination,  some  would  argue  that  the  larger  a 
nation's  population,  GDP,  etc.,  the  more  that  nation  has  to  lose  if  the 
combined  defense  effort  is  not  successful.  Under  this  line  of  reasoning 
many  of  the  indicators  of  economic  condition  and  strength  would  also 
reflect  benefits  received.  Others  would  argue,  however,  that  successful 
deterrence  and  freedom  from  domination  are  intangibles  best  left  unquan¬ 
tified. 


1/  All  of  these  are  depicted  in  Appendix  A. 

2/  One  of  these  —  defense  spending  by  resource  category  —  is 
depicted  in  Appendix  A. 

3/  One  of  these  —  per  capita  defense  spending  —  is  depicted  in 
Appendix  A. 
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In  the  final  analysis,  our  primary  goal  must  be  to  provide  for  a 
steady,  coherent  and  sustained  growth  of  allied  defense  capabilities 
to  counter  the  ever  improving  Soviet  and  Warsaw  Pact  capabilities.  This 
does  not  represent  a  retreat  from  a  belief  that  the  burdens  of  Alliance 
membership  must  be  distributed  as  widely  and  as  equitably  as  the  benefits. 
It  does  reflect  a  growing  concern,  however,  that  we  have  focused  too  often 
solely  on  an  examination  of  each  member's  respective  contribution  to  that 
objective. 

Total  Defense  Spending 

This  indicator  depicts  defense  spending  by  each  nation  and  each 
nation's  share  of  the  NATO  and  Japan  total.  The  figures  in  Charts  III-l, 
III-2,  A-9  and  A-10  for  the  US  and  the  NATO  allies  are  based  on  a  def¬ 
inition  agreed  by  NATO  on  what  is  to  be  included  in  total  defense  spend¬ 
ing.  While  this  ensures  a  much  higher  degree  of  compatibility  (both  for 
comparisons  among  nations  and  for  examining  trends  over  time)  than  could 
be  obtained  using  any  other  available  data,  some  nations  feel  their  defense 
efforts  are  understated  by  this  definition  because  NATO  criteria  do  not 
include  certain  expenditures  of  a  unique  nature. 

(1)  Germany,  for  example,  feels  that  its  economic  assistance 

to  Berlin  and  support  for  the  Berlin  garrisons,  which  is  not  considered 
a  "defense  expenditure"  under  NATO's  accounting  rules,  contributes  sig¬ 
nificantly  to  the  Alliance  defense  effort  in  the  broadest  sense  of  the 
word.  If  included,  these  expenditures  would  increase  Germany's  total 
defense  spending  in  1981  by  around  25 1>- 

(2)  Defense  related  costs  such  as  real  estate  provided  for 
stationed  forces  and  some  host  nation  support  expenditures  are  not 
counted  in  the  NATO  definition. 

(3)  Some  European  nations,  especially  Germany,  incur  additional 
expenditures  by  hardening  or  building  redundancy  into  civil  projects  such 
as  roads,  pipelines  and  civilian  communication  systems.  Much  of  this 
expenditure  is  not  reported  under  the  NATO  definition. 

(U)  The  value  of  civilian  assets,  e.g. ,  trucks  that  are  planned 
for  military  use  in  time  of  war,  cannot  be  counted  as  defense  expenditures; 
yet,  these  assets  make  a  direct  contribution  to  NATO's  and  Japan's  military 
capabilities.  This  is  particularly  applicable  to  Germany  which  has  a  sig¬ 
nificant  program  for  registration  of  civilian  assets  that  would  be  used 
by  the  Bundeswehr  and  allied  forces  during  wartime. 

It  is  also  important  to  recognize  that  an  identical  amount  of 
money  spent  by  two  nations  will  not  necessarily  translate  into  ident¬ 
ical  amounts  of  military  capability.  Since  a  number  of  our  allies  are 
able  to  get  their  manpower  at  a  lower  cost  than  does  the  US,  traditional 
spending  comparisons  (such  as  the  comparisons  displayed  in  the  accompany¬ 
ing  charts)  may  understate  the  size  and  value  of  allied  forces  vis-a-vis 
our  own. 
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TOTAL  DEFENSE  SPENDING  (FISCAL  YEAR) 

US  DOLLARS  IN  BILLIONS 
(iOSl  CONSTANT  PRICES  -  1981  EXCHANGE  RATES) 


CHART  I  I  1-2 
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Defense  spending  by  all  of  the  NATO  nations  and  Japan  in  1981 
totaled  $278b,  of  which  the  US  accounted  for  $l62B,  or  5 8%  of  the  total. 
The  US  share  declined  throughout  most  of  the  past  decade.  In  1971  the 
US  accounted  for  66%  of  the  total  and  in  1974  around  60%.  The  US  spend¬ 
ing  decline  cannot  be  attributed  solely  to  the  Vietnam  drawdown  inasmuch 
as  total  US  spending  in  1971  was  only  slightly  above  the  expenditure  level 
in  the  early  1960s,  immediately  prior  to  the  Vietnam  buildup. 

Percent  of  Gro s s  Dome s t ic  Product  (GDP)  Allocated  to  Defense 

This  is  probably  the  most  popular  of  all  indicators  of  defense  bur¬ 
densharing.  Among  its  virtues  are:  (l)  it  is  easy  to  compute;  (2)  it 
is  based  on  data  that  are  normally  readily  available,  and  (3)  it  is  easy 
to  explain  and  understand.  Charts  III-3,  III-1*,  A-ll  and  A-12  refer. 

When  used  as  one  of  a  variety  of  indicators,  and  with  an  under¬ 
standing  of  some  of  its  shortcomings,  this  indicator  can  provide  valuable 
insights.  Unfortunately,  there  is  often  a  tendency  to  view  this  as  the 
be-all  and  end-all  and,  thus,  to  rely  on  it  to  the  exclusion  of  all  other 
measures.  Another  problem  is  the  tendency  of  some  users  of  this  measure 
automatically  to  assume  —  explicitly  or  implicitly  —  that  the  ultimate 
in  equitable  burdensharing  would  be  for  all  nations  to  devote  equal  shares 
of  GDP  to  defense.  An  opposing  view  frequently  voiced  within  the  Alliance 
is  that  it  is  more  equitable  and  in  the  collective  interest  of  the  Free 
World  for  nations  with  the  strongest  economies  to  devote  a  proportionately 
larger  share  of  their  wealth  to  defense  while  the  weaker  members  emphasize 
using  their  limited  resources  on  basic  domestic  programs.  This  is  akin  to 
the  graduated  income  tax  used  by  the  US  and  many  other  nations  in  allocat¬ 
ing  domestic  burdens. 

Finally,  it  is  important  to  recognize  that  all  of  the  problems  dis¬ 
cussed  earlier  that  render  total  defense  spending  an  imperfect  indicator 
of  a  nation's  total  defense  effort  apply  as  well  to  defense  spending  as 
a  share  of  GDP;  i.e. ,  it  does  not  take  into  account  efforts  that  are  not 
directly  reflected  in  defense  spending. 

(1)  With  a  1981  percentage  of  5*9%,  the  US  allocates  a  larger 
portion  of  its  GDP  to  defense  than  do  any  of  the  other  nations  displayed 
here,  except  Greece.  The  UK's  5*0%  places  it  third,  followed  by  Turkey 
(4.9%)  and  France  (4.2%).  All  of  the  remaining  nations  have  shares  of 
3.6%  or  less.  The  allied  weighted  average  is  3.6%  for  all  non-US  NATO 
nations  combined  and  2.9%  for  the  non-US  NATO  countries  and  Japan. 

(2)  The  obvious  discrepancy  between  the  US  share  and  the  shares 

of  many  of  the  allies  can  be  attributed,  in  part,  to  our  role  as  a  nuclear 
superpower,  the  costs  associated  with  maintaining  an  all-volunteer  force 
and  our  worldwide  interests  and  responsibilities.  The  very  low  Japanese 
percentage  and  relatively  modest  German  percentage  can  be  attributed,  in 
part  to  political  and  constitutional  constraints  (on  offensive  forces  for 
the  Japanese  and  on  force  size  for  the  Germans). 
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(3)  An  examination  of  trends  indicates  that  the  weighted 
average  percentage  for  all  of  the  non-US  nations  combined  declined 
steadily  during  the  1960s;  however,  since  the  early  1970s  allied 
defense  spending  has  generally  kept  pace  with  economic  growth,  result 
ing  in  a  level  trend  in  share  of  GDP  for  defense  for  1970-81.  By  com 
parison,  the  US  GDP  percentage  fell  between  the  early  1970s  and  1979, 
but  turned  sharply  upward  in  1980  and  1981.  The  drop  is  in  part  due 
to  our  Southeast  Asia  phase  down.  However,  this  continued  the  trend 
of  reducing  the  GDP  percentage  started  in  the  1950's  prior  to  our 
Southeast  Asia  buildup. 

Total  Active  Duty  Military  and  Civilian  Manpower 


Charts  III-5,  III-6  and  A-19  depict  the  peacetime  active  duty 
military  and  civilian  manpower  resources  allocated  to  defense  by  each 
nation  and  each  country's  share  of  the  NATO  and  Japan  total.  Charts 
III-7,  I I 1-8  and  A-22  contain  similar  breakouts  for  peacetime  active 
duty  military  manpower  only. 

Including  civilian  defense  manpower  helps  eliminate  compatibility 
problems  stemming  from  different  national  policies  on  civilianization 
of  military  tasks.  Accordingly,  the  discussion  below  focuses  on  the 
combined  military  and  civilian  figures. 

Since  this  indicator  does  not  include  reserve  manpower,  it  tends 
to  understate  the  efforts  of  nations,  such  as  Norway,  that  have  struc¬ 
tured  their  forces  around  a  small  cadre  of  active  duty  personnel  that 
can  be  rapidly  fleshed  out  (by  drawing  on  a  large  pool  of  trained 
reservists)  in  time  of  emergency. 

t 

In  addition  to  reflecting  differences  in  active/reserve  policies, 
this  measure  also  reflects  differences  in  (l)  the  cost  of  manpower  and 
(2)  the  extent  to  which  programs  emphasize  labor  intensive  ground  forces 
vs.  capital  intensive  naval  and  air  forces. 

A  review  of  trends  indicates  that  US  manpower  declined  around  19% 
between  1971  and  1981.  Total  non-US  NATO  manpower  remained  practically 
unchanged  during  the  early  1970s  but  declined  around  5%  between  197^  and 
1976  reflecting,  in  part,  reductions  in  British,  Italian  and  Portuguese 
manpower  and  offsetting  increases  in  Turkish  manpower.  During  197^ 
through  1981,  total  non-US  NATO  manpower  increased  around  2%,  reflect¬ 
ing  increases  in  Turkish  and  Italian  manpower,  an  offsetting  decrease 
in  British  personnel  and  generally  steady  levels  for  most  of  the  other 
allies.  As  a  result  of  these  non-US  NATO  changes,  and  a  2%  increase 
in  Japan's  1971-81  levels,  the  US  share  of  the  NATO  and  Japan  total 
fell  from  ^5*9%  in  1971  to  Ul.7%  in  1981. 

Total  Active  Duty  Military  and  Civilian  Manpower  and  Committed  Reserves 


Chart  III-9  includes  the  peacetime  active  duty  military  and  civilian 
manpower  addressed  in  the  previous  charts,  plus  an  estimate  of  "committed 
reserves",  i.e.,  reservists  with  assignments  after  mobilization. 
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(1)  NATO  and  Japan  defense  manpower  —  with  committed 
reserves  included  —  totals  over  11M,  of  which  the  non-US  NATO 
nations  account  for  just  over  7  million  (63%  of  total)  while  the 
US  contributes  a  little  over  4  million. 

(2)  Most  of  the  non-US  NATO  nations  have  larger  shares  of 
the  NATO  and  Japan  total  under  this  measure  than  under  the  previous 
"active  military  and  civilian"  measure. 

Total  Military  and  Civilian  Manpower  as  a  Percentage  of  Total  Population 

This  widely  used  and  generally  well  understood  indicator  provides 
a  basis  for  comparing  the  defense  manpower  contribution  of  each  nation, 
taking  into  account  differences  in  population.  The  discussion  below 
addresses  percentages  that  have  been  derived  using  military  and  civilian 
manpower  combined  (Charts  III-10,  III-ll  and  A-20).  For  information, 
similar  charts  based  on  military  manpower  only  are  also  provided 
(III-12,  III-13  and  A-2l). 


(1)  Active  Duty  Military  and  Civilian  Manpower  (Charts  III-10 
and  III-ll  apply. ) 

(a)  This  indicator  shows  a  wide  variation  among  nations  in 
1981,  ranging  from  a  high  of  2.2%  and  1.8%  for  Greece  and  Turkey,  respec¬ 
tively,  to  0.4%  and  0.2%  for  Luxembourg  and  Japan.  The  US  currently  ranks 
third  with  1.36%  followed  closely  by  France  with  1.32%.  Germany  and  the 
UK  rank  7th  and  8th  with  percentages  of  1.09%  and  1.03%,  respectively, 
both  below  the  non-US  NATO  average  of  1.16%.  In  reviewing  Germany's  rela¬ 
tively  low  percentage,  it  is  important  to  recognize  that  Germany's  active 
duty  force  is  limited  by  postwar  treaties. 

(b)  An  examination  of  trends  reveals  a  sharp  decline  of  around 
19%  in  the  US  percentage  between  1971  and  1974,  followed  by  a  more  modest 
reduction  (of  around  9%)  between  1974  and  1981,  resulting  in  a  total 
decline  for  1971-1981  of  27%.  The  weighted  average  percentage  for  all 

of  the  non-US  NATO  nations  combined  fell  approximately  10%  between  1971 
and  1975,  but  since  the  mid-1970s  has  remained  generally  level. 

(c)  The  UK's  20%  decline  is  largely  due  to  a  drawdown  in 
British  forces  outside  of  Europe  during  the  late  1960s  and  early  1970s, 
whereas  Portugal's  sharp  decrease  —  which  caused  its  ranking  to  fall 
from  1st  in  1971  to  9th  in  1981  —  can  be  attributed  to  its  massive 
withdrawal  from  Africa  during  the  early  1970s. 

(2)  Active  Duty  Military  and  Civilian  Manpower  and  Committed 
Reserves  (Chart  III-14).  Including  reserve  manpower  changes  the 
percentages  and  rankings  very  considerably  for  several  nations.  Under 
this  measure,  Norway  and  Denmark  rank  1st  and  5th,  vice  5th  and  12th  if 
reserves  are  not  counted.  The  US  and  the  UK  show  much  poorer  performance 
under  this  measure,  with  rankings  of  9th  and  12th,  respectively,  vice 
3rd  and  8th  if  only  active  manpower  is  considered. 
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As  used  here  the  term  "committed  reserves"  Includes  reservists  with 
assignments  after  mobilization. 


Ground  Forces 


(l)  Armored  Division  Equivalents  (ADE) 


The  ADE  (Charts  III-15  and  A-23)  is  a  relative  measure  of 
effectiveness  of  ground  forces  based  on  quantity  and  quality  of  major 
weapons.  This  measure  —  which  is  widely  used  within  DoD  for  ground 
force  comparisons  —  is  an  improvement  over  simple  counts  of  combat 
units  and  weapons;  however,  it  does  not  take  into  account  such  factors 
as  ammunition  availability,  logistical  support,  training,  communica¬ 
tions  and  morale. 

All  of  the  non-US  nations  combined  account  for  slightly  over  60% 
of  the  NATO  and  Japan  total.  The  non-US  NATO  nations  account  for  56%, 
while  the  US,  which  ranks  first  among  all  of  the  countries  examined 
here,  acounts  for  Just  under  40%. 

(2)  Major  Equipment  Holdings  and  Modernization  Status 


We  have  also  examined  current  holdings  by  the  NATO  nations  for  two 
major  categories  of  ground  forces  equipment  —  main  battle  tanks  and 
artillery. 

This  review  reveals  that  the  holdings  of  all  of  the  non-US  NATO 
nations  combined  exceed  those  of  the  United  States  by  roughly  a  factor 
of  two  for  tanks  and  a  factor  of  three  for  artillery. 

Although  the  non-US  NATO  allies  combined  have  a  much  larger  pro¬ 
portion  of  old-generation  equipment  than  does  the  United  States,  they 
also  exceed  the  United  States  in  absolute  quantity  of  both  current  and 
new-generation  tanks  and  artillery. 

Naval  Force  Tonnage 

Tonnage  is  a  static  and  aggregate  measure  of  fleet  size.  For  most 
purposes  tonnage  provides  a  more  meaningful  basis  of  comparison  than 
number  of  ships.  There  is,  however,  no  consideration  of  quantifiable 
characteristics  such  as  weapons  numbers,  effectiveness  or  reliability, 
or  of  qualitative  characteristics  such  as  personnel  training  or  morale. 
Consequently,  tonnage  data  should  be  considered  as  giving  only  a  gross 
indication  of  naval  capability. 

Charts  III-16  and  A-24  show  the  aggregate  tonnage  of  the  US,  non- 
US  NATO,  and  Japan  navies  excluding  strategic  missile  submarines.  The 
US  contribution,  as  shown  by  these  data,  is  64%,  compared  with  33%  for 
the  non-US  NATO  allies  and  36%  for  the  non-US  NATO  nations  and  Japan. 
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NAVAL  FORCE  TONNAGE  (PERCENT  OF  TOTAL) 
(ALL  SHIPS  LESS  STRATEGIC  SUBMARINES) 
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The  data  in  Charts  III-16  and  A-2++  include  ships  for  some  tasks 
that  allied  navies  do  not  primarily  address,  e.g.,  fleet  support,  sea¬ 
lift  and  amphibious  operations.  Charts  III-17  and  A-25  present  data 
for  principal  surface  combatants  —  ships  more  closely  associated  with 
the  primary  functions  of  allied  navies.  As  shown  by  these  data,  the  US 
contribution  is  a  little  over  50%,  compared  with  just  over  1+0%  for  the 
non-US  NATO  nations. 

Tactical  Air  Force  Combat  Aircraft 


The  total  number  of  fighter/intercepter ,  attack,  bomber  and  tactical 
reconnaissance  aircraft  of  each  NATO  nation  and  Japan  is  shown  in  Charts 
III-18  and  A-26,  along  with  each  country's  share  of  the  allied  total. 

C  mbat  capable  trainer  aircraft  are  included;  electronic  warfare  aircraft 
are  not. 

Although  no  single  non -US  nation  accounts  for  more  than  10%  of  the 
NATO  and  Japan  total,  the  holdings  of  all  of  the  non-US  countries  combined 
make  up  52%  of  the  total.  The  holdings  of  all  of  our  NATO  allies  combined 
account  for  48%  of  the  total,  the  same  share  as  the  US. 

The  US  inventory  consists  roughly  of  one-third  new-generation  and 
two-thirds  current-generation  aircraft  and,  thus,  is  presently  somewhat 
more  modernized  than  the  inventory  of  all  of  our  NATO  allies  combined, 
which  consists  of  roughly  10%  new,  70%  current  and  20%  old-generation. 

The  US  and  most  of  the  non-US  nations  are  currently  engaged  in  major 
programs  to  modernise  their  air  forces  with  more  flexible  and  more  cap¬ 
able  aircraft.  As  a  result,  the  inventories  of  the  US  and  most  of  our 
allies  will  by  the  mid  to  late  1980s  consist  of  a  substantial  propor¬ 
tion  of  new-generation  aircraft  and  few  or  no  old-generation  aircraft. 

COMPARISON  OF  SELECTED  INDICATORS  OF  BURDENSHARING 


Charts  III-19  and  III-20  display  selected  quantitative  indicators 
of  ability  to  contribute  and  of  contribution,  respectively.  Chart  III-21 
displays  measures  that  relate  the  "ability  to  contribute"  measures  in 
Chart  III-19  and  the  "actual  contribution"  indicators  in  Chart  III-20. 

To  simplify  comparisons,  most  of  the  indicators  in  Charts  III-22  and 
III-20  are  presented  in  two  ways:  (l)  each  nation  as  a  share  of  the 
NATO  and  Japan  total  and  (2)  each  nation  as  a  percent  of  the  highest 
nation.  The  indicators  in  Chart  III-21  are  shown  as  ratios  ("contribu¬ 
tion"  share  divided  by  "ability  to  contribute"  share).  Interpretation 
of  the  ratio  data  in  Chart  III-21  is  straightforward.  Simply  stated,  a 
ratio  of  around  1.0  indicates  that  contribution  and  ability  to  contri¬ 
bute  are  roughly  in  balance.  A  ratio  above  1.0  indicates  that  a  nation's 
contribution  exceeds  its  "fair  share",  whereas  a  ratio  below  1.0  implies 
that  contribution  is  not  commensurate  with  ability  to  contribute. 
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NAVAL  FORCE  TONNAGE  (PERCENT  OF  TOTAL) 
(PRINCIPAL  SURFACE  COMBATANTS) 
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CA  (S.7X) 
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MB  (MX) 
DB  (S.OX) 
CA  (&.M) 


MO  (UK) 
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A  brief  description  of  each  of  the  indicators  in  Chart  III-19  and 
III-20  follows  this  discussion.  Many  of  these  indicators,  along  with 
other  supplementary  measures,  are  examined  in  detail  elsewhere  in  this 
chapter  and/or  Appendix  A. 

Overall  Evaluation 


The  tentative  conclusions  —  presented  below  —  take  into  account 

(l)  the  ratios  in  Chart-21,  (2)  trends  data  shown  in  Chart  III-20  in 
this  section  and  elsewhere  in  the  report  and  (3)  factors  that  are  diffi¬ 
cult  or  impossible  to  quantify  (e.g.,  host  nation  support)  discussed 
elsewhere  in  this  document.  Among  the  ratio  data,  heaviest  weight  has 
been  given  to  the  defense/prosperity  index  share  ratio  (C2)  and,  to  a 
lesser  degree,  the  defense/GDP  ratio  (Cl)  since  these  combine  the  most 
comprehensive  indicator  of  defense  effort  (total  defense  spending)  and 
the  most  comprehensive  indicators  of  ability  to  contribute  —  the  so- 
called  "prosperity  index"  and  GDP. 


(l)  Based  on  the  major  quantifiable  measures  examined  for  this 
report,  the  US  appears  to  be  doing  somewhat  more  than  its  fair  share  of 
the  NATO  and  Japan  total.  For  example,  the  US  ratio  of  defense/GDP 
share  (Cl)  and  defense/prosperity  index  share  (C2)  are  1.38  and  1.19 
respectively.  The  US  ratios  for  active  manpower /population  (C3)  and  active 
and  reserve/population  share  (C4)  also  exceed  the  norm.  US  ratios  relat¬ 
ing  armored  division  equivalents  (ADEs)  to  GDP  and  prosperity  index  share 
(C5,  C7)  and  aircraft  to  prosperity  index  share  (c6)  are  somewhat  below 
the  norm,  whereas  its  aircraft /GDP  ratio  (C8)  is  above  the  norm.  When  one 
takes  into  account  the  historical  role  of  the  US  in  NATO  and  the  intangible 
benefits  that  it  accrues  as  the  acknowledged  leader  of  the  Free  World  (e.g., 
the  US  has  a  greater  opportunity  to  influence  world  events  and  shape  its 
own  destiny  than  do  the  smaller  partners)  the  allies  might  argue:  (l)  that 
the  US  is  getting  full  value  for  the  extra  effort  it  appears  to  be  expending 
and  (2)  that  its  leadership  role  obligates  it  to  do  more  than  simply  achieve 
a  statistically-computed  fair  share. 


(2)  The  non-US  NATO  allies,  appear  to  be  shouldering  roughly  their 
fair  share  of  the  NATO  and  Japan  defense  burden.  For  example,  the  non-US 
NATO  weighted  average  ratio  of  defense/prosperity  index  share  (C2)  is 
slightly  above  the  norm,  while  the  defense/GDP  share  (Cl)  is  0.9.  All 
of  the  remaining  ratios  for  non-US  NATO  exceed  1.0,  some  by  a  wide  margin. 


(3)  Among  the  non-US  NATO  nations  there  are  wide  differences  regard¬ 
ing  the  amount  of  burden  shared,  with  some  countries  doing  far  less  than 
seems  equitable. 


(4)  Japan,  the  non-NATO  country  included  in  this  report,  ranks 
last  or  close  to  last  on  all  of  the  ratio  measures  surveyed  and,  thus, 
quite  clearly  appears  to  be  contributing  far  less  than  its  fair  share. 
This  validates  our  major  emphasis  over  the  last  several  years  on  encour¬ 
aging  the  Japanese  to  increase  their  defense  spending. 
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Selected  Indicators  of  Ability  to  Contribute 
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Description/Definition  of  Burdensharing  Measures  in  Charts_  III-19  and 

111-26  '  '  . .  . . .  . . “ . ~ 

(1)  Measures  of  Ability  to  Contribute.  There  follows  a  brief 
description  of  the  measures  indicating  ability  to  contribute  keyed 
to  appropriate  columns  in  Chart  III-19- 

Al.  Gross  Domestic  Product  (GDP)  Share.  Reflects  the 
total  value  of  all  goods  and  services  produced  by  a  country  and  is 
widely  used  for  comparing  defense  burdens  among  nations. 

A2.  Population  Share.  Provides  an  indication  of  the 
gross  human  resources  available  to  each  nation  and,  thus,  is  useful  in 
examining  defense  manpower  contributions. 

A3-  Per  Capita  GDP  (GDP  -  Population).  A  widely  accepted 
measure  of  economic  development  and  standard  of  living. 

A^.  Prosperity  Index.  This  experimental  indicator  — 
developed  for  this  report  —  adjusts  GDP  shares  (Al)  in  proportion  to 
each  nation's  position  on  the  per  capita  GDP  scale  (A3).  It  is  based 
on  the  premise  that  the  collect! <e  interest  of  the  Free  World  is  best 
served  if  "poorer”  nations  (in  terms  of  per  capita  GDP)  emphasize  using 
their  resources  on  basic  domestic  programs  while  the  "richer"  ones  carry 
a  larger  share  of  the  collective  military  burden.  Computation  entails 
multiplying  GDP  shares  (Al)  by  per  capita  GDP  (A3)  and  normalizing  the 
resulting  products  so  that  they  sum  to  100%.  (Computation  details  are 
depicted  in  Chart  III-22. )  The  results  are  very  much  like  a  graduated 
income  tax  on  nations.  For  example,  if  GDP  alone  is  used  as  an  indica¬ 
tion  of  a  nation's  fair  share  of  the  defense  burden,  Norway's  required 
contribution  is  0.8%  of  the  NATO  and  Japan  total,  however,  because  Norway 
ranks  first  in  per  capita  GDP,  its  fair  share  based  on  the  prosperity 
index  is  1.08%  —  about  a  30%  increase.  Similarly,  the  US  prosperity 
index  share  exceeds  our  GDP  share  ( U8 . 98%  vice  U2.l8%),  but  the  percent 
increase  is  only  16%,  reflecting  our  lower  ranking  on  per  capita  GDP. 
Nations  such  as  the  UK,  Greece  and  Turkey  that  rank  relatively  low  on 
per  capita  GDP  have  prosperity  index  shares  that  are  below  their  GDP 
shares. 

(2)  Indicators  of  Contribution.  There  follows  a  description 
of  measures  indicating  contributions  to  defense. 

Bl.  Defense  Spending  Share.  Figures  for  all  NATO  countries 
(including  US)  are  based  on  a  definition  agreed  by  NATO  on  what  is  to  be 
included  in  total  defense  spending.  This  ensures  a  much  higher  degree 
of  compatibility  than  could  be  achieved  using  any  other  available  data. 
Although  this  is  probably  the  most  ->mprehensive  indicator  of  defense 
effort,  it  is  important  to  recognize  that  it  is  a  measure  of  input,  not 
output.  Also,  it  does  not  fully  reflect  certain  important  efforts  that 
contribute  to  defense,  e.g.,  host  nation  support. 


B2.  Defense  Spending  {%  Change  1971  vs*  1981).  Provides 
an  indication  of  trends  in  real  defense  spending.  Figures  have  been 
computed  using  1981  constant  prices  and  1981  exchange  rates. 

B3*  Active  Defense  Manpower  Share.  Figures  reflect  peace¬ 
time  active  duty  military  and  civilian  manpower.  Including  civilians 
helps  eliminate  comparability  problems  stemming  from  different  national 
policies  on  civilianization  of  military  tasks. 

BU .  Active  Defense  Manpower  {%  Change  1971  vs.  1 98 1_)  • 

Provides  an  indication  of  trends  in  peacetime  active  duty  military 
and  civilian  manpower. 

B5 •  Active  and  Reserve  Defense  Manpower  Share .  Includes 
peacetime  active  duty  military  and  civilian  manpower  plus  an  esti¬ 
mate  of  "committed  reserves",  i.e.,  reservists  with  assignments  after 
mobilization. 

B6.  Ground  Forces  Armored  Division  Equivalent  (APE)  Share. 

The  ADE  is  a  relative  measure  of  effectiveness  of  ground  forces  based 
on  quantity  and  quality  of  major  weapons.  This  measure  —  which  is 
widely  used  within  DoD  for  ground  force  comparisons  —  is  an  improvement 
over  simple  counts  of  combat  units  and  weapons;  however,  it  does  not 
take  into  account  such  factors  as  ammunition  availability,  logistical 
support,  training,  communications  and  morale. 

B7*  Tactical  Air  Force  Combat  Aircraft.  Includes  air  force 
fighter/interceptor,  attack,  bomber,  and  tactical  reconnaissance  aircraft 
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CHART  III- 22 

Computation  of  Prosperity  Index  ( 198 1 ! 
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ALLIED  PERFORMANCE  TOWARD  ACHIEVING  NATO'S  3%  REAL  GROWTH  GOAL 

The  following  discussion  addresses  the  Congressional  request  for 
estimates  of  real  growth  in  defense  spending  for  each  of  our  NATO  allies. 
Chart  III-23  displays  current  country-by-country  estimates  of  the  per¬ 
cent  change  in  real  defense  spending  for  1979  through  1982.  These  fig¬ 
ures  —  some  of  which  are  still  subject  to  change  —  show  real  increases 
in  defense  spending  for  most  countries,  and  weighted  average  increases 
for  all  non-US  NATO  nations  combined  of  2.2%  for  1979.  2.7%  for  1980, 

2.7%  for  1981,  and  between  1.0%  and  1.6%  for  1982. 

Four  of  our  allies  (Luxembourg,  The  Netherlands,  Portugal  and  the 
UK)  had  increases  in  the  region  of  3%  or  more  in  1979*  (NATO  interprets 
"in  the  region  of  3%"  as  any  increase  of  2.8%  or  greater.)  The  list  of 
allies  reporting  such  increases  in  1980  includes  six  nations  (Canada, 
France,  Italy,  Luxembourg,  Portugal  and  the  UK).  Six  nations  (Canada, 
France,  Germany,  Greece,  Luxembourg,  and  The  Netherlands)  were  in  the 
3%  region  for  1981,  while  Norway  came  close  with  an  estimated  increase 
of  2.7%. 

Estimates  reported  to  date  for  1982  indicate  that  three  or  four 
countries  (Canada,  Luxembourg,  the  UK,  and  possibly  France)  achieved 
increases  in  the  3%  region. 


CHART  III-23 


NATO  COUNTRY  DEFENSE  SPENDING  a/  b/ 

Percent  change  from  Previous  Year  in  Constant  Prices  (Excluding  Inflation) 


Belgium 
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2.2 

1980 

2.0 

1981 

0.9 

1982 

-6.6 

Canada 

-0.9 
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3.1 

3.0 

Denmark 

0.2 
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Germany 
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Italy 

2.6 

4.9 

-0.5 
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Luxembourg 

3.5 

16.3 

4.8 
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Netherlands 

4.2 

-1.7 

3.3 

-1. 9/2.1 

Norway 

1.9 

1.8 

2.7 

2.3 

Portugal 

2.9 

10.1 

1-5 

-2.9 

Turkey 

2.6 

2.0 

1.8 

-7.2 

UK 

3.0 

2.8 

1.3 

3.8 

US 

3-4 

4.9 

4.1 

7.5 

Non-US  NATO  d/ 

2.2 

2.7 

2.7 

1.0/1. 6 

NATO  Total  d/ 

3.1 

4.0 

3.6 

5.2/5. 5 

a/  All  of  the  figures  depicted  in  this  table  are  based  on  the  NATO  defini¬ 
tion  of  defense  spending  and  are  the  best  estimates  that  can  be  made  on  the 
basis  of  information  now  available. 

b/  National  fiscal  years  agree  to  calendar  years  except  as  follows:  Canada 
and  UK  (April-March) ,  US  (October-Septeraber).  Turkish  data  through  1981  are 
based  on  a  March-February  fiscal  year.  In  1983,  Turkey  will  convert  to  a 
January-December  fiscal  year.  The  Turkish  figure  for  1982  covers  a  10  month 
(March-Deceraber)  transition  year. 

c/  DoD  estimate 

d/  Non-US  NATO  and  NATO  totals  reflect  weighted  average  growth  rates  developed 
using  1981  constant  prices  and  exchange  rates. 
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IV.  EFFORTS  TO  ELIMINATE  DISPARITIES  AND  TO  IMPROVE  ALLIED  PERFORMANCE 


Each  nation  of  NATO  views  its  contribution  and  responsibilities 
toward  the  mutual  defense  effort  in  light  of  its  understanding  of  the 
common  threat.  Thus,  though  NATO  nations  publish  a  document  which  des¬ 
cribes  a  commonly  perceived  threat  in  terms  of  the  size  of  Warsaw  Pact 
forces  opposing  NATO,  there  is  less  than  full  agreement  among  all  nations 
on  the  purpose  for  that  force  or  the  intent  of  the  Soviets. 

There  are  also  a  significant  number  of  European  nations  that  embarked 
upon  national  policies  which  are  leading  them  towards  a  social  welfare 
state.  Despite  a  recognition  on  the  part  of  some  individual  governments 
that  there  is  an  ever  increasing  threat  from  the  East,  very  few  national 
publics  now  will  permit  any  sudden  turn  away  from  the  social  progress  they 
view  as  having  been  achieved.  While  some  nations  might  be  amenable  to 
modest  increases  in  defense  spending,  there  are  virtually  no  governments 
which  could  survive  substantial  increases  in  defense  spending  at  the  expense 
of  the  social  program.  Thus,  if  defense  expenditures  are  to  be  increased, 
the  additional  costs  must  be  borne  by  added  taxation  or  increasing  reven¬ 
ues  by  some  other  fashion. 

While  not  within  the  purview  of  this  report  to  develop  or  suggest 
long-term  economic  policies  for  various  nations,  it  can  be  said  that  as 
a  whole  the  Western  economies  are  under  stress  at  this  time  and  the  major 
concern  of  all  Western  governments  seems  to  be  in  getting  their  economies 
under  control  with  some  positive  signs  of  ending  this  period  of  stagnation 
and/or  recession.  As  such,  European  leaders  warn  that  the  prospects  are 
very  dim  for  any  substantial  increases  in  defense  spending  in  the  near- 
term. 


To  be  sure,  there  are  some  areas  where  some  flexibility  might  be 
possible.  We  believe  that  NATO  infrastructure  funding  is  one  area  where 
nations  might  be  willing  to  make  a  larger  contribution,  as  that  commonly 
funded  program  can  and  should  be  portrayed  as  one  where  each  nation  gets 
a  synergistic  improvement  from  its  contribution. 

Another  area  for  pursuit  is  that  of  taking  advantage  of  the  vast 
technical  competence  of  our  industrial  might.  There  are  emerging  technol¬ 
ogies  which  could  provide  what  some  would  describe  as  quantum  improvements 
in  capability.  It  is  with  that  goal  in  mind  that  the  Defense  Department 
spearheaded  the  drive  to  get  recognition  by  the  Heads  of  State  and  Gov¬ 
ernments  in  June  1982  of  the  potential  advantages  which  lie  ahead  if 
properly  developed  and  pursued  in  consultation  with  our  allies.  One 
note  of  caution  might  be  sounded  at  this  point:  high  technology  comes 
at  very  expensive  price  tags.  With  European  economies  generally  in  a 
sad  state,  it  is  highly  doubtful  there  will  be  any  rush  of  nations  to 
sign  up  for  high-cost  programs  without  some  other  compensations. 
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Burdensharing  is  a  concept  most  difficult  to  define.  Through  a  wide 
variety  of  indices  over  a  period  of  time,  a  nation's  demonstrated  capacity 
to  contribute  in  proportion  to  its  capabilities  can  be  measured.  Pressures 
applied  from  within  the  Alliance,  both  at  NATO  Headquarters  and  in  bilateral 
contacts,  should  be  kept  up;  but  US  officials  should  not  expect  substantial 
increases  in  defense  spending  among  the  allies  in  the  near  term.  We  should, 
however,  be  able  and  willing  to  pursue  increased  infrastructure  funding  and 
develop  a  willingness,  at  least  among  some  of  the  industrial  nations,  to 
explore  and  develop  some  new  weapon  systems  which  will  significantly  alter 
the  present  unfavorable  trends  in  defense  capabilities. 

A.  NATO  LONG-TERM  DEFENSE  PROGRAM 

As  a  result  of  a  US  initiative,  the  NATO  Heads  of  State  and  Govern¬ 
ment  at  the  London  Summit  in  1977  agreed  to  develop  a  long-term  defense 
program  consisting  of  a  series  of  carefully  selected  priority  programs 
of  national  or  multilateral  contributions  designed  to  remedy  critical 
deficiencies  in  NATO  defenses  over  the  mid-term  ( 1979-81+ )  and  the  long¬ 
term  (1985-1990).  The  nine  conventional  program  areas  selected  were 
readiness;  reinforcement;  reserve  mobilization;  maritime  posture;  air 
defense;  electronic  warfare;  rationalization  including  standardization 
and  interoperability;  consumer  logistics;  and  communications,  command  and 
control.  The  nine  programs  were  developed  by  independent  international 
task  forces  consisting  of  NATO  civilian  and  military  officials  who  were 
directed  to  project  at  least  ten  years  in  the  future,  to  establish  pri¬ 
orities,  to  identify  cooperative  development  and  production  projects 
which  could  be  common-funded  and  to  take  relevant  new  technology  into 
account • 

The  resultant  NATO  Long-Term  Defense  Program  ( LTDP ) ,  agreed  to  by 
NATO  Heads  of  State  and  Government  at  the  Washington  Summit  in  1978, 
marked  a  significant  milestone  for  NATO  through  its  projection  of 
Alliance  defense  planning  into  a  longer-term  framework  and  its  empha¬ 
sis  on  cooperative  efforts  to  strengthen  Alliance  defense  through  the 
1980s.  It  provided  a  blueprint  for  the  development  of  national  defense 
plans  and  programs  with  the  objective  of  improving  NATO’s  collective 
defense  to  cope  with  the  challenge  to  Alliance  security  posed  by  the 
continuing  momentum  of  the  Warsaw  Pact  military  buildup. 

Most  of  the  LTDP  measures  have  been  incorporated  into  the  NATO 
force  goals  and  over  70  percent  are  progressing  satisfactorily.  The 
status  of  implementation  will  be  reported  to  Ministers  in  NATO's  Annual 
Defense  Review  of  National  Force  and  Financial  Plans. 

Certain  unique  features  established  for  management  of  the  LTDP  follow- 
through  have  proven  very  beneficial  and  NATO  has  agreed  to  continue  them  in 
future  Alliance  defense  planning.  First  is  analysis  by  broad  functional 


areas.  Independent  monitors  (high-level  NATO  military  and  civilian  offi- 
cals)  report  directly  to  the  Secretary  General  on  the  progress  achieved  by 
each  nation  in  implementing  the  LTDP  measures  in  each  of  the  nine  functional 
program  areas.  In  addition,  each  monitor  examines  his  functional  area  as 
a  whole,  identifies  issues  and  problem  areas,  and  recommends  remedial  action. 
We  hope  to  be  able  to  use  these  independent  analyses  in  our  future  assessment 
of  allied  burdensharing  and  to  examine  the  key  issues  and  recommended  remedial 
actions  for  possible  areas  for  increased  allied  participation. 

B.  JAPANESE  PERFORMANCE  TOWARD  ACHIEVING  SELF  DEFENSE  (INCLUDING 
SEA-LANES  TO  1000  MILES) 

Despite  sometimes  impressive  annual  growth-rates  in  defense  spending 
(almost  8  percent  average  real  growth  rate  in  the  1970s  and  at  least  3 
percent  real  growth  in  the  1980s),  Japan  started  from  a  very  low  base  and 
has  never  been  willing  to  address  defense  expenditures  from  the  point  of 
view  of  actual  requirements.  The  1983-1987  Mid-Term  Defense  Plan  (MTDP) 
is  a  good  example.  Japan's  Ground  Self-Defense  Force  has  obsolete  equip¬ 
ment.  Its  Ground,  Maritime  and  Air  Forces  all  have  only  token  levels  of 
ammunition,  making  them  unable  to  sustain  themselves  in  combat  and  there¬ 
fore  unable  to  defend  Japanese  territory  against  any  serious  incursion. 

The  Air  and  Maritime  Forces  are  too  small  to  provide  for  defense  against 
the  large  air  threat  which  proximate  Soviet  Far  East  Forces  pose  and  to 
protect  the  sea-lanes  to  1,000  miles,  respectively.  The  latter  mission 
was  put  forth  by  Prime  Minister  Suzuki  as  national  policy  in  1981  and 
has  been  reaffirmed  as  such  by  his  successor. 

The  1983-87  MTDP  was  drafted  in  1981.  Although  it  followed  the  Suzuki 
announcement,  the  MTDP  makes  no  mention  of,  or  provisions  for,  a  SLOC  pro¬ 
tection  force.  The  MTDP  is  inadequate  to  make  Japan's  present  forces  sus¬ 
tainable  and  to  build  the  requisite  levels  of  Air  and  Maritime  Forces. 

Until  the  advent  of  Prime  Minister  Nakasone's  Cabinet  in  late  November 
1982,  the  government  of  Japan  maintained  that  the  MTDP  would  allow  Japan  to 
accomplish  the  goals  of  the  1976  National  Defense  Program  Outline  (NDPO). 
Ironically,  the  MTDP  itself  states  that  the  world  situation  has  greatly 
changed  since  1976  and  that  the  international  situation  has  seriously 
worsened.  The  1976  NDPO  did  not  address  the  serious  issue  of  sustain¬ 
ability  of  Japan's  defense  forces,  the  requirement  for  sea-lane  defense 
protection,  and  has  otherwise  also  grown  seriously  out  of  date.  The  new 
Prime  Minister  has  clearly  affirmed  the  Japanese  people's  strong  concern 
over  the  growing  Soviet  threat. 

He  also  has  spoken  forthrightly  on  the  need  for  Japan  to  make  "appro¬ 
priate,  necessary  defense  efforts  in  view  of  the  efforts  of  the  United 
States  and  the  other  NATO  countries  in  response  to  the  Soviet  buildup." 

The  United  States  has  great  hopes  that  the  Prime  Minister  will  trans¬ 
late  his  words  into  action  and  give  Japan  true  self-defense  capability. 
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including  for  its  sea-lanes  by  1990*  The  goal  of  adequate  self  defense 
was  formally  stated  as  Japan's  national  policy  in  1956,  but  is  yet  to 
be  achieved. 

C.  HOST  NATION  SUPPORT  (HNS)  INITIATIVES 


HNS  is  necessary  because  the  US  has  critical  force  structure 
shortages  in  the  combat  service  support  units  —  largely  logistic 
—  that  give  US  forward-deployed  and  early-reinforcing  combat  units 
their  initial  and  sustained  combat  capability.  Improvements  in  the 
US  ability  to  deliver  more  combat  forces  to  Europe  in  an  emergency 
will  increase  these  shortages.  Moreover,  the  possibility  of  the  US 
having  to  commit  forces  to  defense  interests  in  Southwest  Asia  or 
elsewhere  means  these  support  deficiencies  could  be  exacerbated. 

Germany.  After  two  years  of  negotiation,  the  US  and  Germany  signed 
a  Wartime  Host  Nation  Support  (WHNS)  Agreement  on  April  15,  1982.  Under 
the  terms  of  this  agreement,  Germany  will  provide  approximately  93,000 
Reservists  in  support  of  US  forward-deployed  and  reinforcing  troops  in 
Europe  during  crisis  or  war.  This  military  support  includes  security  of 
US  Air  Force  facilities;  support  of  US  Air  Force  elements  at  collocated 
operating  bases;  airfield  damage  repair;  security  of  US  Army  facilities; 
transport,  trans-shipment  and  resupply  services;  casualty  evacuation; 
prisoner-of-war  handling;  and  decontamination  of  personnel  and  equipment. 

In  addition,  Germany  will  provide  significant  support  to  US  forces 
from  the  civilian  sector.  This  support  includes  transport  of  personnel, 
materiel,  ammunition,  and  petroleum;  maintenance  and  repair  services; 
subscriber  telephone  and  teletype  equipment;  facilities  for  wartime 
stationing;  expendable  supplies;  exemption  from  military  service  for 
the  civilian  work  force  of  US  forces  and  of  contractors  supporting  US 
forces;  and  materiel  mobilization  augmentation  (vehicles,  construction 
and  depot  equipment). 

The  costs  of  the  program  will  be  shared  equitably  by  the  US  and 
Germany,  subject  to  enabling  legislation  and  the  availability  of  funds. 
Germany  will  bear  the  personnel  expenses  and  personal  equipment  costs 
associated  with  the  training  organizations  of  the  Federal  Armed  Forces. 
The  US  will  bear  the  costs  of  the  materiel  investments,  to  the  extent 
that  they  are  not  incurred  in  connection  with  the  military  command,  log¬ 
istic,  and  training  organizations  of  the  Federal  Armed  Forces;  salaries 
for  the  required  civilian  work  force;  and  other  operating  costs.  The  US 
also  will  pay  for  all  goods  and  services  requested  and  received  by  its 
forces  during  crisis  or  war. 

Both  governments  will  attempt  to  minimize  the  costs  associated  with 
the  program,  through  use  of  existing  facilities  and  mobilization  of  the 
majority  of  equipment  from  the  German  civilian  economy.  Should  there  be 
a  shortfall  in  available  facilities,  both  governments  will  assign  high 
priority  to  efforts  to  obtain  funding  within  the  NATO  Infrastructure 
Program.  Lease,  acquisition  or  construction  of  additional  facilities 
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not  funded  by  NATO  will  be  borne  equitably  in  a  manner  that  reflects 
the  cost-sharing  principles  outlined  above. 

Over  the  five-year  implementation  period,  the  WHNS  program  peacetime 
costs  (in  FY  1983  dollars)  total  approximately  $580  million.  During  this 
period,  Germany  will  pay  slightly  more  than  50%  of  the  costs  (approximately 
$295  million  to  the  $285  million  US  share).  After  the  initial  implementa¬ 
tion  period,  Germany  will  pay  about  60%  of  the  steady-state  annual  recurr¬ 
ing  costs.  On  the  US  side,  however,  the  Continuing  Resolution  Authority 
(CRA)  signed  into  law  by  the  President  on  December  21,  1982  does  not 
include  funds  for  the  US  share  of  1983  implementation  costs. 

Belgium.  The  US  and  Belgium  have  been  working  closely  to  develop 
more  extensive  arrangements  for  the  provision  of  facilities  and  services 
to  US  forces  in  wartime.  Belgium  has  agreed  to  designate  several  collo¬ 
cated  operating  bases  (COBs)  and  to  host  storage  sites,  including  some 
especially  designed  for  ammunition  storage. 

Details  of  support  for  the  lines  of  communication  in  Belgium 
are  being  negotiated.  Negotiations  have  focused  on  the  completion  of 
a  detailed  Joint  Support  Plan  (JSP)  and  a  DoD  initiative  to  assure  sup¬ 
port  for  an  expected  US  Ten-Division  D-Day  force.  A  Joint  Statement  of 
Principles  concerning  future  HNS  was  signed  on  October  20,  1981.  The 
Joint  Support  Plan  was  signed  on  November  23,  1982.  In  addition,  the 
US  and  Belgium  have  signed  several  COB  agreements,  which  provide  for 
facilities,  real  estate,  and  services  for  aircraft  and  crews. 

The  Netherlands.  The  Netherlands  provides  general  support  for 
storage,  procurement  of  supplies  and  equipment,  and  maintenance  and 
utilities  for  US  forces.  A  Joint  Statement  of  Principles  concerning  HNS 
was  signed  on  August  11,  1982.  Bilateral  LOC  Agreements  concluded  with 
the  UK  and  the  US  are  adequate  for  the  reception  and  onward  movement  of 
external  reinforcements  for  Allied  Command  Europe. 

Luxembourg.  In  1981,  Luxembourg  and  the  US  signed  a  Memorandum 
of  Understanding  on  HNS  which  outlined,  in  broad  terms,  US  wartime  HNS 
requirements  in  Luxembourg.  Current  negotiations  focus  on  the  completion 
of  a  Joint  Logistics  Support  Plan  which  details  US  wartime  HNS  requirements 
in  Luxembourg. 

Bulk  Petroleum  Support.  One  area  of  HNS  that  has  received  special 
attention  in  recent  years  is  that  of  bulk  POL  support.  A  series  of  nego¬ 
tiations  between  the  United  States  and  a  number  of  European  countries  has 
resulted  in  agreements  whereby  the  European  nations  will  provide  varying 
degrees  of  bulk-pet roleum-supply  support  to  US  forces  in  contingency  situa¬ 
tions.  These  arrangements  are  not  intended  to  meet  all  US  requirements  in 
such  circumstances,  but  rather  to  facilitate  rapid  reinforcement.  The  will¬ 
ingness  of  our  allies  to  provide  POL  support  is  most  welcome. 
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Turkey.  The  US-Turkey  COB  MOU  was  signed  in  November  1982.  Begin¬ 
ning  in  January  1983 »  US  and  Turkish  staffs  will  develop  base-by-base 
technical  arrangements  to  identify  facilities  for  sharing,  specific  host 
responsibilities  (e.g.,  airbase  security  and  services),  and  operational 
support  shortfalls. 

D.  COMMONLY-FUNDED  NATO  PROGRAMS 

Shared  and  Commonly-funded  Programs 


In  NATO,  cost-sharing  in  various  forms  by  the  member  countries  goes 
hand-in-hand  with  the  broadest  possible  cooperation  for  common  defense. 

The  theme  of  one  country,  one  vote  is  the  basis  for  unanimously  agreed 
programs  for  common- funding  by  the  whole  membership.  With  few  exceptions, 
this  common- funding  theme  applies  to  the  NATO  Infrastructure  Program;  the 
NATO  Military  Budget  for  Operations  and  Maintenance  (O&M)  of  NATO  Military 
Headquarters  and  Agencies;  and  the  NATO  Civil  Budget  for  O&M  of  the  NATO 
Headquarters ,  the  NATO  building  and  small  civil  programs. 

In  the  early  1950s,  NATO  country  cost-shares  of  the  basic  common- 
funded  programs  were  heavily  influenced  by  comparative  abilities  of  nations 
to  contribute.  More  recently,  the  additional  element  of  "degree  of  national 
interests"  influences  greatly  whether  and  to  what  extent  a  country  agrees 
to  contribute  to  cost-shared  NATO  programs,  short  of  common-funding  by  all. 
In  some  joint  ventures,  the  overriding  interests  of  some  countries  in  having 
a  project  adopted  will  cause  them  to  agree  to  inordinately  high  cost-shares 
(e.g.,  NATO  Tornado  aircraft,  AWACS,  etc). 

The  Infrastructure  Program  covers  the  capital  costs  of  NATO  commonly- 
funded  and  standardized  military  facilities  for  wartime  NATO  common  use. 
Joint  use  by  two  or  more  countries,  or  by  the  forces  of  one  country  in 
the  NATO  common  interest.  The  products  of  this  program,  since  1950,  are 
the  most  tangible  evidence  of  NATO  cooperation.  Its  benefits  are  shared 
by  all  participating  countries  in  terms  of  use  by  their  forces,  economic 
gains  from  their  presence  and  operation,  and  commercially  through  compe¬ 
tition  for  the  labor-intensive  construction  work  and  equipment  involved. 

Originally,  during  the  Marshall  Plan  days,  the  US  share  was  over  43%. 
Currently,  the  US  contribution  is  27%  and  12  other  countries  provide  the 
remaining  73%.  However,  when  France  participates  on  air  defense  projects, 
the  US  share  is  24%  and  13  countries  pay  the  other  76%.  The  country  cost- 
sharing  percentages  are  normally  established,  or  rather  usually  reaffirmed, 
every  five  years  when  NATO  Defense  Ministers  decide  upon  multi-year  pro¬ 
gram  levels. 

The  present  five-year  ceiling  for  1980-1984  was  compromised  upon  the 
level  of  1  billion  Infrastructure  Accounting  Units  (IAU),  now  valued  at 
$3,159  billion.  In  terms  of  US  annual  obligations,  the  US  currently  budgets 
annually  for  expected  NATO  Infrastructure  funding  authorizations  (obliga¬ 
tions)  at  a  level  of  $300-350  million  for  the  US  share.  The  remaining  70 
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plus  percent  is  obligated  and  paid  for  by  the  other  NATO  countries.  Spain' 
participation  will  probably  begin  in  the  1985-1989  period  when  that  future 
program  ceiling  is  established.  The  1  billion  IAU  ceiling  has  proved  to  be 
totally  inadequate  for  the  current  five-year  infrastructure  requirement. 

The  US  is  urging  a  NATO  decision  for  a  substantial  increase  in  June  1983. 

The  second  common  funding  category,  for  recurring  Operations  and 
Maintenance  (O&M),  is  the  NATO  Military  Budget  Committee's  (MBC)  cost¬ 
sharing  for  the.  International  Military  Headquarters  and  Agencies.  This 
program  also  provides  for  common-funding  the  peacetime  O&M  utilization 
costs  of  certain  infrastructure  built  systems  and  facilities  (communica¬ 
tions,  POL  Pipeline,  War  Hqs,  etc.)  which  are  totally  for  NATO  common  use. 
The  US  share  of  this  MBC  budget  is  currently  about  $100  million  yearly. 

It  is  important  to  note,  however,  that  most  infrastructure  built  facili¬ 
ties  are  for  the  use  of  one  or  more  NATO  country's  committed  forces.  Each 
using  country  pays  unilaterally  for  all  such  O&M  costs  for  each  facility. 

The  third  and  only  other  existing  NATO  common-funding  program  is  the 
NATO  Civil  Budget  Committee's  (CBC)  budget.  It  provides  for  the  O&M  costs 
of  the  NATO  Headquarters  building  in  Brussels,  Belgium,  its  personnel,  and 
a  few  NATO  non-military  activities.  The  CBC  program  is  financed  from  non¬ 
defense  budgets  by  all  15  NATO  countries,  anc  they  should  be  joined  by  Spai 
in  the  near  future.  The  current  US  share  of  24%  is  budgeted  by  the  Depart¬ 
ment  of  State.  The  total  CBC  budget  was  about  $62  million  in  1982. 

There  have  been  numerous  other  NATO  cooperative  financing  ventures, 
but  their  funding  is  selective  and  involves  only  those  countries  who  have 
special  reasons  to  participate  and  share  the  costs.  These  include: 

(1)  Consortia  financing  programs,  which  usually  involve  coproduc¬ 
tion  or  joint  service  ventures.  They  are  developed  by  the  participat¬ 
ing  countries  and  appropriately  endorsed  by  NATO.  Country  inputs  equate 
directly  to  the  products  for  its  benefit  that  each  country  expects.  This 
consortium  approach  has  been  used  for:  (a)  design/co-production  of  weapons 
and  equipment;  (b)  to  procure,  store  and  distribute  spares,  replacement 
components  and  supplies;  and  (c)  to  operate  installations  that  serve  only 
directly  participating/paying  countries  (examples:  NATO  Maintenance  and 
Supply  Agency  (NAMSA)  in  Luxembourg,  and  the  NATO  HAWK  Production  and 
Logistics  Organization  (NHPLO)  in  Paris,  France). 

(2)  Special  innovations,  like  the  multi-country  funding  of  both 
capital  costs  and  O&M  costs  for  the  NATO  Airborne  Early  Warning  and 
Control  System  (AEW&CS).  Since  the  cost-sharing  percentages  of  country 
contributions  to  such  ventures  are  different  from  those  established  for 
common  funding  programs,  they  must  be  administered  as  separate  entities. 

All  categories  of  NATO  cost-sharing  have  served  the  US  well.  Although 
total  US  defense  expenditures  continue  to  exceed  those  of  all  the  other 
NATO  countries  together,  the  US  contribution  to  all  of  the  common-funding 
programs  (i.e. ,  Infrastructure,  MBC,  CBC)  averages  24  to  30  percent. 


The  NATO  allies  have  agreed  to  consider  in  the  Spring  of  1983  the 
need  for  a  substantial  increase  in  the  Infrastructure  Program  ceiling. 
Toward  this  end,  NATO  Ministers  of  Defense  have  tasked  the  Infrastructure 
Committee  to  develop  a  basis  for  consideration  of  an  addition  to  the  1983 
Slice  34  program  and  for  an  increase  in  the  current  five-year  program  ceil¬ 
ing,  for  decision  in  June  1983*  These  agreements  accord  with  the  scheduled 
Mid-Term  Review  that  was  one  of  the  provisions  agreed  when  the  Ministers 
compromised  and  specified  a  ceiling  of  1  billion  Infrastructure  Accounting 
Units  (IAU  or  $3,159  billion)  for  the  current  five-year  period  (1980-84) 
in  May  1979* 

The  current  1  billion  IAU  ceiling  has  fallen  far  short  of  current 
NATO  military  requirements,  including  many  projects  for  the  use  of  US 
forces,  but  the  allies  now  appear  to  be  ready  to  redress  this  shortage. 

We  expect  the  increase  to  be  considered  to  range  between  20^  and  40% 

(i.e. ,  200  million  to  400  million  IAU). 

E.  BURDENSHARING  AND  NATO  DEFENSE  PLANNING 

Decisions  on  the  size,  quality  and  deployment  of  national  forces 
represent  by  far  the  most  important  aspects  of  burdensharing  in  NATO. 

These  decisions  are  national  decisions,  although  NATO  sets  force  goals 
for  nations  and  monitors  national  responses  to  NATO  force  goals.  This 
process  of  establishing  NATO  force  goals  and  reviewing  national  implemen¬ 
tation  of  these  force  goals  is  part  of  the  NATO  Force  Planning  System; 
it  represents  the  one  activity  in  which  the  aspect  of  NATO  burdensharing 
is  most  directly  considered.  In  this  activity,  such  factors  as  defense 
expenditures  per  capita,  gross  domestic  product  per  capita,  percentage 
of  labor  pool  devoted  to  defense,  and  other  relevant  statistics  are  con¬ 
sidered  against  the  current  and  projected  economic  conditions  of  the 
countries  concerned.  These  factors  are  considered  in  multilateral  fora  — 
first  in  the  Defense  Review  Committee,  next  by  Defense  Planning  Committee 
Permanent  Representatives,  and  finally  by  Defense  Planning  Committee 
Ministers,  in  their  annual  action  on  national  force  plans  —  on  the  basis 
of  very  detailed  examination  of  national  plans,  including  comparison  of 
level  of  national  effort  with  that  of  other  allies. 

F.  ALLIED  SUPPORT  FOR  THE  PROTECTION  OF  VITAL  WESTERN  INTERESTS  IN  SWA 

NATO  Ministerial  Communiques  in  the  Spring  and  Fall  of  1982,  as  well 
as  the  NATO  Summit  Declaration  of  June  1982,  make  clear  allied  recognition 
of  the  importance  of  out-of-area  developments  to  the  Alliance.  During 
1982,  we  worked  closely  with  our  NATO  allies  in  the  development  of  speci¬ 
fic  steps  which  they  can  take  to  assist  in  the  defense  of  vital  western 
interests  in  Southwest  Asia.  One  of  the  most  significant  contributions 
the  allies  can  make  is  to  compensate  for  US  forces  which  might  be  diverted 
from  the  defense  of  NATO  to  deal  with  a  Southwest  Asian  contingency.  The 
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NATO  Military  Authorities  are  in  the  process  of  developing  their  recom¬ 
mendations  for  compensatory  measures.  We  expect  these  to  form  the  basis 
for  specific  compensatory  measures  to  be  included  in  the  national  force 
goals  of  the  allies. 

Since  the  Soviet  invasion  of  Afghanistan  in  December  1979,  the  allies 
have  taken  a  number  of  actions  in  connection  with  Southwest  Asia.  These 
include : 

(1)  Following  the  Soviet  invasion  of  Afghanistan,  NATO  developed 

a  series  of  measures  to  improve  alliance  defense  and  give  a  clear  signal 
of  alliance  resolve  to  the  Soviets.  For  the  most  part,  these  measures 
called  for  the  acceleration  of  measures  already  in  the  1981-86  NATO 
Force  Goals  and  in  the  Long-Term  Defense  Program.  They  included  such 
areas  as  acceleration  of  the  introduction  of  major  equipment,  readiness, 
reinforcement,  reserve  mobilization,  war  reserve  stocks,  maritime 
measures,  air  defense,  host  nation  support,  communications,  electronic 
warfare,  and  aid  to  Portugal  and  Turkey.  Many  of  these  measures  were 
implemented  and  most  NATO  nations  participated  in  their  implementation. 

(2)  The  UK  and  France,  and  more  recently  Italy,  have  contributed 
directly  to  stability  in  the  SWA  area  through  deployment  of  forces  to 
.the  region. 

(3)  Some  NATO  allies  maintain  continuing  security  relationships 
in  SWA:  The  UK  maintains  close  ties  and  provides  advisors  in  Oman. 

France  maintains  a  close  security  relationship  with  Djibouti  and  maintains 
forces  there. 

(U)  The  UK  has  provided  support  through  arrangements  for  US  use  of 
Diego  Garcia. 

(5)  Eight  nations  have  contributed  to  US  RDJTF  annual  exercises 
in  Southwest  Asia  in  1980,  8l  and  82,  through  provision  of  overflight 
rights  and  enroute  access  and  support  for  deploying  US  forces. 

(6)  Ten  NATO  nations  with  suitable  vessels  have  contributed  to 
the  commitment  of  600  allied  commercial  ships  to  supplement  US  shipping 
in  the  reinforcement  of  NATO-Europe.  These  ship  commitments  would  make 
possible  a  greater  US  effort  in  Southwest  Asia  should  a  SWA  action 

and  the  need  for  reinforcement  of  Europe  become  simultaneous. 

(7)  Nine  NATO  nations  with  suitable  aircraft  have  committed  allied 
civil  long-range  cargo  aircraft  and  are  in  process  of  committing  civil 
wide-body  passenger  aircraft  to  supplement  US  aircraft  in  the  reinforce¬ 
ment  of  NATO  Europe.  These  European  aircraft  also  provide  the  US  greater 
flexibility  with  respect  to  a  SWA  deployment. 
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APPENDIX  A 


This  appendix  provides  a  detailed  comparison  of  US  and  allied 
efforts  for  the  following  burdensharing  indicators:  gross  domestic 
product  (GDP),  population,  per  capita  GDP,  per  capita  defense  spending 
and  defense  spending  by  resource  category.  Selected  charts  addressing 
other  major  burdensharing  indicators  are  also  included. 

This  material  supplements  and  should  be  examined  in  conjunction 
with  material  in  the  "Burdensharing  Measures  and  Performance"  section 
of  Chapter  III. 

Gross  Domestic  Product  (GDP) 

Charts  A-l,  A-2,  and  A-3  display  the  total  gross  domestic  product  of 
each  of  the  NATO  nations  and  Japan  and  each  nation's  share  of  the  NATO  and 
Japan  total.  GDP  reflects  the  total  value  of  all  goods  and  services  pro¬ 
duced  within  the  national  borders  of  a  country  in  a  given  year  and,  thus, 
is  a  good  indicator  of  magnitude  and  rate  of  growth  of  a  country's  economy. 

(1)  The  magnitude  of  GDP  varies  greatly  among  the  nations  displayed 
here  —  ranging  in  1981  from  $4b  for  Luxembourg  to  $2.9  trillion  for  the  US. 
In  1981  the  US  accounted  for  42%  of  the  NATO  and  Japan  total  and  50%  of  the 
NATO  total,  which,  based  on  1981  exchange  rates  and  1981  constant  prices, 
were  about  the  same  shares  we  had  in  the  early  1970s. 

(2)  It  is  particularly  significant  to  note  that  the  US  share  of 
GDP  is  substantially  greater  than  that  of  any  other  individual  nation. 

Japan,  the  second  largest  nation,  accounts  for  only  l6%  of  the  total 
and  Germany,  the  third  largest,  10%. 

(3)  Among  the  non-US  NATO  nations,  Germany,  France,  and  to  a 
lesser  degree  the  UK,  dominate  the  field  with  Italy  close  behind.  Canada, 
The  Netherlands  and  Belgium  constitute  a  cluster  of  nations  accounting  for 
between  1  1/2  and  4%  of  NATO  and  Japan  GDP,  while  the  remaining  six  NATO 
nations  (Denmark,  Turkey,  Norway,  Greece,  Portugal  and  Luxembourg)  account, 
individually,  for  1%  or  less  and  combined  make  up  less  than  5%  of  the  total. 

(4)  An  examination  of  real  GDP  growth  provides  some  interesting 
insights  regarding  economic  activity  during  the  past  decade.  Between  1971 
and  1981,  US  real  GDP  grew  35%  compared  with  around  30%  for  the  non-US  NATO 
nations  and  an  impressive  62%  for  Japan.  Among  the  non-US  NATO  nations, 
Turkey,  Norway,  Portugal  and  Greece  achieved  the  highest  growth,  while  the 
UK  with  a  15%  increase  lagged  behind  all  nations.  Denmark  and  Germany  — 
countries  that  are  typically  perceived  from  this  side  of  the  Atlantic  as 
having  highly  prosperous  economies  —  managed  real  growth  increases  for 
1971-1981  of  only  23%  and  27%  respectively,  placing  them  close  to  last 

on  the  basis  of  GDP  real  growth  during  the  1970s. 
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CHART  A-2 


TOTAL  GROSS  DOMESTIC  PRODUCT 
US  DOLLARS  IN  BILLIONS 

(1081  CONSTANT  DOLLARS  -  1981  EXCHANGE  RATES) 
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CHART  A-3 

1981 

Constant 

GROSS  DOMESTIC  PRODUCT 
Dol lars  in  Bill  ions  - 

1981  Exchange  Rates 

1971 _ 

1981 

Total  X  Chanoa 

Belgium 

_ s _ 

S  75 

X  Of 

NATO 

8  Japan 

-Total _ 

1 .5* 

Rank. 

9 

_ 1 _ 

9  97 

3  Of 

NATO 

8  Japan 

Total 

1  .43 

Rank 

9 

71  va  81 

♦30.  1 

Canada 

S  196 

3.98 

7 

9  280 

4.13 

7 

♦42.  7 

Danmark 

S  47 

0.93 

10 

9  58 

0.83 

10 

♦22.8 

Franca 

S  421 

8.43 

5 

9  569 

8.33 

4 

♦35.  1 

Oar many 

S  539 

10.73 

3 

9  683 

10.03 

3 

♦  26.8 

Oraaca 

S  25 

0.53 

13 

9  37 

0.53 

13 

♦46.8 

Italy 

9  262 

5.23 

6 

9  350 

5.  13 

6 

♦  33.5 

Luxembourg 

S  3 

0.  13 

IS 

9  4 

0.  IS 

15 

♦27.6 

Nether  lands 

S  106 

2.  13 

8 

9  140 

2.13 

8 

♦  32.9 

Norway 

9  37 

0.73 

11 

9  57 

0.83 

12 

♦52.7 

Portugal 

9  15 

0.33 

14 

9  23 

0.33 

14 

♦51 .8 

Turkey 

9  37 

0.78 

12 

9  58 

0.83 

1 1 

♦57.2 

UK 

9  433 

8.63 

4 

9  497 

7.33 

5 

♦  14.7 

US 

9  2142 

42.73 

1 

9  2882 

42.23 

1 

♦  34.6 

Japan 

9  678 

13.53 

2 

9  1096 

16.03 

2 

♦61.5 

Non  US  NATO 

9  2197 

43.83 

9  2854 

41.83 

♦  29.9 

Non  US  NATO 
*  Japan 

9  2875 

57.33 

9  3949 

57.83 

♦  37.4 

Total  NATO 

9  4338 

86.53 

9  5735 

84.03 

♦32.2 

Total  NATO 
*  Japan 

9  5017 

100.03 

9  6831 

100.08 

♦  36.2 
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Population 

Charts  A-U,  A-5  and  A-6  depict  mid-year  population  and  thus,  provide  a 
gross  indication  of  the  human  resources  available  to  each  of  the  nations  ex¬ 
amined  in  this  report.  Population  has  two  facets  of  particular  importance 
from  a  defense  burdensharing  viewpoint.  On  the  one  hand,  it  indicates, 
broadly,  the  size  of  the  pool  from  which  a  nation  must  draw  its  defense 
manpower.  From  this  standpoint,  a  large  and  fast  growing  population  would 
be  a  positive  sign.  On  the  other  hand,  a  large  and  growing  population  also 
can  mean  additional  requirements  for  those  government  services  and  consumer 
goods  that  compete  with  defense  for  the  taxpayers'  dollars  and  for  industrial 
capacity. 

(1)  This  indicator  exhibits  many  of  the  same  general  patterns  noted 
earlier  for  gross  domestic  product  (GDP).  As  with  GDP  this  measure  varies 
widely  among  the  nations  shown  here,  ranging  in  1981  from  O.Um  for  Luxembourg 
to  230M  for  the  US. 

(2)  Our  1981  share  of  the  NATO  and  Japan  total  (32.8$)  is  roughly 
double  that  of  Japan,  the  second  largest  country.  Germany,  which  ranks 
third,  has  8.8$  of  the  total  and  is  followed  closely  by  Italy,  the  UK 
and  France  which  account  for  8.2$,  8.0$  and  7»7$,  respectively. 

(3)  Although  the  total  percent  change  in  population  growth 
between  1971  and  I98O  varies  from  +0.6$  for  the  UK  and  Germany  to  over 
+25$  for  Turkey,  there  have  been  no  dramatic  changes  in  national  shares 
of  the  total  during  the  1971-81  timeframe. 

Per  Capita  Gross  Domestic  Product 


Per  Capita  GDP  (total  GDP  divided  by  total  population)  is  a  widely 
accepted  measure  of  economic  development  and  standard  of  living.  This 
indicator  recognizes  that  although  a  nation's  total  GDP  may  be  relatively 
large  and  rapidly  growing,  if  its  population  is  also  large  and  fast  growing 
it  may  not  be  able  to  generate  sufficient  national  income  to  adequately  pro¬ 
vide  for  the  needs  of  the  populace. 

(1)  A  review  of  this  indicator  (Chart  A-7)  shows  a  fairly  clear  cut 
separation  between  the  "haves"  and  the  "have-nots"  or,  perhaps  more  accurately, 
the  "have  lesses".  All  of  the  Northern  Region  and  Center  Region  nations  except 
the  UK  —  nine  countries  —  are  clustered  quite  closely  together  at  the  top  with 
1981  per  capita  GDP  values  ranging  from  around  $14,000  for  Norway  to  Just  under 
$10,000  for  The  Netherlands. 

(2)  Among  the  top  nine,  the  United  States  ranks  second  with  a  per 
capita  income  of  $12,500  (10$  below  Norway's),  followed  by  Canada,  Denmark 
and  Germany  with  per  capita  incomes  of  $11,600,  $11,200  and  $11,000,  respec¬ 
tively. 

(3)  NATO's  Southern  Region  members  occupy  the  bottom  rungs  of 

the  Alliance  per  capita  GDP  ladder.  Per  capita  national  income  among  these 
nations  ranges  from  $6,100  for  Italy  (12th  among  all  countries)  down  to 
$1,200  for  Turkey  (last  in  the  Alliance). 


CHART  A-4 


TOTAL  POPULATION 
(MILLIONS) 


WRT  A-5 


POPULATION 


CHART  A- 6 

Total  Population 
(Mill  Iona ) 

1971  _  _  _ 

1961 

Total  X  ChenQe 

S  of 

S  of 

NATO 

NATO 

6  Japan 

6  Japan 

-Iftta.l _ 

Rank. 

Total 

Rank 

71  vs  61 

Bo 1 g i un 

9.7 

1 .9* 

10 

9.9 

1 .4* 

1 1 

♦  2.  1 

Canada 

21.6 

3.4* 

e 

24.2 

3.9* 

6 

♦  12.  1 

Danmark 

9.0 

0.8* 

13 

9.  1 

0.7* 

13 

♦  3.2 

Franca 

91 .3 

6.  OS 

6 

94.0 

7.7* 

6 

♦9.3 

Germany 

61.3 

9.9* 

3 

61 .7 

6.6* 

3 

♦0.6 

Greece 

S.S 

1.4* 

12 

9.7 

1.4* 

12 

♦9.9 

Italy 

94.0 

6.4* 

9 

97.2 

6.2* 

4 

♦9.9 

Luxembourg 

0.3 

0.  1* 

19 

0.4 

0.  1* 

19 

♦9.6 

Nat her lands 

13.2 

2.  IS 

9 

14.2 

2.0* 

9 

♦8.0 

Norway 

3.9 

0.6* 

14 

4.1 

0.6* 

14 

♦9.0 

Portugal 

9.0 

1  .4* 

1  1 

10.0 

1.4* 

10 

♦  11.6 

Turkey 

36.2 

9.6* 

7 

49.7 

6.9* 

7 

♦26.  1 

UK 

99.7 

8.7* 

4 

96.0 

6.0* 

9 

♦0.6 

US 

207.  1 

32.2* 

1 

229.6 

32.6* 

1 

♦  11.0 

Japan 

109.7 

16.4* 

2 

116.0 

16.9* 

2 

♦  11.7 

Non  US  NATO 

330.0 

91.3* 

392. 1 

90.  3* 

♦  6.7 

Non  US  NATO 

*  Japan 

439.6 

67.6* 

470.  1 

67.2* 

♦  7.9 

Total  NATO 

937.0 

63.6* 

961 .9 

83.1* 

♦  8.4 

Total  NATO 

*  Japan 

642.7 

100.0* 

699.9 

100.0* 

♦  6.9 
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CHART  A-7 


PER  CAPITA  GROSS  DOMESTIC  PRODUCT 
(1081  CONSTANT  DOLLARS  IN  THOUSANDS 
1081  EXCHANGE  RATES) 


V8  (10.34) 
NO  (3.53) 
OK  (3.43) 
CA  (9.03) 
03  (3.73) 
UU  (0.03) 
PI  (8.88) 
NS  (8.01) 
UK  (7.73) 
(▼.▼4) 
JA  (0.48) 
nr  (4.00) 
OS  (8.83) 
n  (t.73) 


(U)  A  review  of  trend  data  in  Chart  A-8  (based  on  1981  constant 
prices  and  1981  exchange  rates)  indicates  that  between  1971  and  1981  the 
greatest  increases  in  per  capita  income  were  achieved  by  Norway,  Japan, 
Portugal  and  Greece  (+l»5.U%,  +U1*.6%,  +36. 1  %  and  +33-656  respectively), 
while  the  UK,  Denmark,  Luxembourg  and  the  US,  with  increases  of  +lU.l%, 

+19-1%,  +20.6%  and  +21.2%,  respectively,  showed  the  smallest  improvement. 

The  1971-1981  increase  in  US  per  capita  income,  although  relatively  low 
among  the  nations  depicted  here,  is  only  slightly  below  the  weighted 
average  for  all  non-US  NATO  nations  combined  (21.7%)* 

Per  Capita  Total  Defense  Spending 

This  indicator,  which  relates  each  nation's  defense  spending  to 
its  total  population,  is  depicted  graphically  in  Charts  A-13  and  A-l1*. 

Although  widely  used,  this  measure  is  difficult  to  interpret  and 
subject  to  misunderstanding.  Whereas  total  population  may  be  a  good 
basis  for  comparing  manpower  contributions,  it  is  not  immediately  obvi¬ 
ous  why  population  should  be  a  reasonable  basis  for  determining  whether 
defense  spending  contributions  are  equitable.  A  nation  with  a  large 
population  may  not  necessarily  have  more  funds  to  devote  to  defense  than 
a  country  with  a  somewhat  smaller  population.  For  example,  Turkey's  GDP 
is  equal  to  that  of  Norway,  but  its  total  defense  spending  is  about  one 
and  a  half  times  greater.  However,  because  it  has  a  population  over  ten 
times  the  size  of  Norway,  Turkey  appears  (on  the  basis  of  the  per  capita 
defense  spending  measure)  to  be  making  a  substantially  smaller  contribu¬ 
tion  than  its  northern  flank  ally. 

Total  Defense  Spending  by  Resource  Category  1/ 

Charts  A-15  and  A-l8  indicate  how  the  US  and  its  allies  allocate 
their  defense  spending  to  major  resource  categories,  such  as  personnel, 
procurement  of  major  equipment  and  ammunition  and  RDT&E.  The  data  repre¬ 
sent  actual  or  estimated  outlays,  adjusted  to  conform  to  a  definition 
agreed  in  NATO  on  what  is  included  in  each  resource  category. 

(l)  Charts  A-15  and  A-l6  provide  a  comparison  of  major  resource 
allocation  trends  for  the  non-US  NATO  nations  combined  and  for  the  US.  The 
allied  percentage  depicted  in  these  trend  charts  (and  the  discussion  below) 
exclude  France,  Greece,  Japan,  Luxembourg  and  Turkey  for  which  comparable 
data  was  not  readily  available  for  all  years.  The  term  "capital"  expenditure, 
as  used  below,  covers  RDT&E,  procurement  of  major  equipment  and  ammunition, 
and  construction  of  facilities  including  NATO  Infrastructure. 


—/  This  section  addresses  resource  category  trends  through  1981.  Information 
available  on  allied  spending  by  resource  category  for  1982  and  beyond  is  not 
sufficiently  refined  to  enable  us  to  provide  firm  figures  for  those  years. 
Based  on  preliminary  data  we  are  inclined  to  believe  that  the  patterns 
depicted  here  will  not  change  drastically  during  1982  and  1983. 


CHART  A-8 


Gross  Domestic  Product  Per  Capita 
(1961  Constant  Dollars  -  1981  Exchange  Rates) 


1971 

1981 

Total  X  Chanda 

£  _ 

S  Of 
Highest 

Nat  1  on 

Rant 

10 

_ | _ 

X  Of 

Highest 

Nat  1  on 

Rank 

71  va  81 

Belgium 

6  7738 

74. 8* 

S  9862 

70.6* 

8 

♦  27  5 

Canada 

8  9083 

87.8* 

4 

8  11562 

83.0% 

3 

♦  27.3 

Denmark 

8  9448 

91 .3* 

3 

8  11246 

80.7* 

4 

♦  19.1 

Prance 

8  8223 

79.5* 

7 

8  10552 

75.7* 

6 

♦  28.3 

Germany 

8  6766 

64.9* 

5 

8  11080 

79.5* 

5 

♦  26.  1 

Greece 

8  2831 

27.4* 

13 

8  3781 

27.  IS 

13 

♦33.6 

Italy 

8  4857 

47.0* 

12 

8  6123 

43.9* 

12 

♦  26.  1 

Luxembourg 

8  8522 

82.4* 

6 

8  10275 

73.7* 

7 

♦  20.6 

Netherlands 

8  8009 

77.4* 

8 

8  9661 

70.8* 

9 

♦23.  1 

Norway 

8  9586 

92.7* 

2 

8  13937 

100.0* 

1 

♦45.4 

Portugal 

8  1725 

16.7* 

14 

8  2347 

16.8* 

14 

♦36.  1 

Turkey 

8  1011 

9.8* 

15 

8  1260 
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15 
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UK 
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75.2* 

9 
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1  1 
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US 
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1 
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8  7606 

75.5* 

8  9759 
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CHART  A-9 


TOTAL  DEFENSE  SPENDING  (FISCAL  YEAR) 

US  DOLLARS  IN  BILLIONS 
(1081  CONSTANT  PRICES  -  1081  EXCHANGE  RATES) 
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CHART  A- 11 


US  AND  NON-US  AS  A  PERCENT  OF 
TOTAL  NATO  AND  JAPAN  DEFENSE  SPENDING 
(BASED  ON  CONSTANT  1061  DOLLARS 
AND  1981  EXCHANGE  RATES) 
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CHART  A- 13 


PER  CAPITA  TOTAL  DEFENSE  SPENDING  (FY) 

US  DOLLARS 

(1981  CONSTANT  DOLLARS  -  1981  EXCHANGE  RATES) 
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US  AND  NON-US  NATO  SPENDING  FOR 
CAPITAL  AND  MAJOR  EQUIPMENT  AND  AMMUNITION 
(%  OF  TOTAL  DEFENSE  SPENDING) 
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(a)  In  recent  years  most  of  the  allies  have  been  allocating 
a  growing  share  of  their  defense  spending  to  capital  expenditures, 
thereby  reversing  a  downward  pattern  that  existed  during  the  late 
sixties  and  early  seventies.  The  share  allocated  to  capital  by  the 
non-US  NATO  nations  combined  declined  from  30%  in  1967  to  23%  in  1971, 
but  increased  to  31%  in  1980  and  1981.  A  similar  pattern  is  indicated 
for  procurement  of  major  equipment  and  ammunition  —  the  largest  compo¬ 
nent  of  capital.  This  category  declined  from  19%  in  1967  to  14%  in  1971 
and  then  gradually  increased  to  21%  in  1980  and  22%  in  1981.  During 
the  same  period  the  US  capital  percentage  fell  from  around  40%  in  1968 
to  30%  in  1975,  reflecting,  in  part,  the  Southeast  Asia  phase  down. 

This  share  remained  in  the  neighborhood  of  30%  during  1975-78  and  then 
moved  upward  to  32%  in  1980  and  33%  in  1981.  US  spending  for  major 
equipment  and  ammunition  followed  a  comparable  trend,  declining  from 
30%  to  18%  between  1968  and  1975,  holding  steady  at  about  18%  during 
1975-1978  and  increasing  to  a  little  over  20%  in  1979,  1980  and  1981. 

(b)  The  allied  personnel  percentage  (which  includes  military 
and  civilian  pay  and  allowances  and  military  pensions)  increased  from 
around  45%  in  1967  to  54%  in  1974,  but  in  recent  years  has  declined  to 
48%.  The  personnel  share  of  US  defense  spending  climbed  from  38%  in 
1968  to  50%  in  1973,  remained  on  the  order  of  50%  to  52%  during  1973-1978 
and  then  declined  to  43%  in  1981. 

(c)  The  allied  percentage  allocated  to  "other  operating" 
expenditures  (which  encompasses  all  operations  and  maintenance  expendi¬ 
tures  less  military  and  civilian  pay  allowances)  dropped  from  one  quarter 
of  total  defense  spending  in  1967  to  21%  in  1973.  Since  1973,  this 
category  has  remained  between  20%  and  22%.  US  spending  for  this  category 
dropped  from  21%  to  17%  between  1968  and  1969,  held  steady  at  around  16% 
to  18%  between  1970  and  1974  and  then  gradually  increased  to  24%  in 
1981. 

(2)  Charts  A-17  and  A-l8  compare  the  percent  of  their  1981  defense 
outlays  allocated  to  each  resource  category  by  the  US,  selected  allies 
and  all  of  the  allies  combined  (excluding,  as  indicated  earlier,  France, 
Greece,  Japan,  Luxembourg  and  Turkey). 

(a)  As  Chart  A-17  shows,  the  British  lead  all  NATO  nations  in 
the  percent  of  total  defense  spending  devoted  to  capital  spending. 

UK's  allocation  of  over  40%  is  followed  by  33%  for  the  US,  25%  and  30% 
for  Norway  and  Germany,  respectively,  and  roughly  18%  to  25%  for  most  of 
the  other  nations. 

(b)  One  fact  that  seems  particularly  striking  is  Germany’s 
relatively  low  percentage  for  major  equipment  and  ammunition  vis-a-vis 
the  percentage  of  the  US  and  the  UK  and  several  other  nations.  This 
appears  to  be  attributable  in  part  to  Germany's  relatively  greater 
emphasis  on  labor  intensive  ground  forces  and  its  relatively  modest 
emphasis  on  capital  intensive  naval  forces. 
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(c)  Canada's  capital  percentage  was  one  of  the  lowest  in  NATO 
during  the  1970s,  reflecting  years  of  indecision  and  inaction  regarding 
major  equipment  replacement  needs.  The  picture  has  become  brighter,  however, 
thanks  to  a  long-range  improvement  program.  Under  this  plan,  the  Canadians 
have  acquired,  or  are  acquiring  new  maritime  patrol  aircraft,  armored  vehicles, 
combat  aircraft  and  major  surface  combatants.  As  a  result,  the  capital 
percentage  has  increased  from  less  than  15^  in  the  mid-1970s  to  over  20 %  in 
1981. 

(d)  British  spending  for  RDT&E  has  for  most  years  since  the  early 
1950s  been  the  highest  or  second  highest  in  NATO  as  a  percent  of  total  defense 
spending. 

(e)  The  share  of  total  spending  allocated  to  personnel  ranges 
from  roughly  40%  to  60%.  Both  the  US  and  Germany  spend  under  half  of  their 
budgets  for  this  category.  The  weighted  average  for  all  non-US  nations 
(excluding  France,  Greece,  Japan,  Luxembourg  and  Turkey)  is 

(d)  Germany's  high  percentage  and  high  dollar  total 
allocated  to  other  operating  expenditures  probably  reflect  a  greater 
emphasis  on  operational  readiness. 
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TOTAL  ACTIVE  DUTY  MILITARY  MANPOWER 
AS  A  %  OF  TOTAL  POPULATION 


MANPOWER  IN  THOUSANDS 


CHART  A-22 


TOTAL  ACTIVE  DUTY  MILITARY  MANPOWER 
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Naval  Force  Tonnage 
(Alt  Ships  Less  Strategic  Submarines) 
( Thousands ) 
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If  all  national  strategic  systems  are  included.  The  US  share  would  be  65. OX. 
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CHART  A-25 

Naval  Force  Tonnage 
(Principal  Surface  Combatants) 
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Tactical  Air  Force  Combat  Aircraft 
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APPENDIX  B 


Data  Problems.  Any  discussion  of  comparative  burdensharing  must  rest 
on  comparability  of  the  underlying  data  on  which  comparisons  are  based. 
Ultimately  all  the  data  must  come  from  the  countries  concerned,  but  each 
has  its  own  budget,  financial  and  tax  systems.  In  addition,  different 
methods  of  recruiting  and  managing  manpower  make  it  difficult  to  compare 
personnel  costs  between  nations.  Problems  are  created  by  fluctuations  in 
international  exchange  rates  and  differences  in  the  quality  and  use  of 
inflation  indicators.  NATO  has  attempted  to  deal  with  some  of  these  prob¬ 
lems,  e.g. ,  by  agreeing  on  a  common  definition  of  what  constitutes  defense 
expenditures.  NATO  has  not,  however,  formally  addressed  such  problems  as 
differences  in  purchasing  power  parity,  the  effects  of  taxation  on  defense 
expenditures  or  ways  to  nomalize  manpower  costs  resulting  from  the  use  of 
volunteers  or  conscripts. 
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Definition  of  Defense  Expenditures.  The  most  fundamental  basis  for 
a  comparison  of  NATO  defense  efforts  is  in  a  common  definition  of  defense 
expenditures.  Broadly  speaking,  these  are  defined  for  NATO  purposes  as 
expenditures  made  by  national  governments  specifically  to  meet  the  needs 
of  the  armed  forces.  Under  the  NATO  definition,  expenditures  for  any  given 
period  should  represent  payments  made  during  that  period,  even  though  for 
national  purposes  some  of  these  payments  may  be  charged  against  the  budget 
for  a  preceding  period.  Payment  is  considered  made  when  the  money  is  actu¬ 
ally  disbursed,  and  only  actual  payments  are  counted.  Indirect  costs,  such 
as  loss  of  revenue  due  to  tax  exemptions  on  government  transactions,  do  not 
constitute  payment.  Examples  of  non-defense  budget  items  which  may  be 
included  under  the  NATO  definition  are  security  forces  (if  they  are  trained 
in  military  tactics,  equipped  with  military  equipment  and  will  be  under  mili 
tary  authority  in  wartime),  government  contributions  to  military  retirement 
funds  and  non-reimbursable  military  assistance.  Items  not  included  in  the 
NATO  definition  Include  war  damage,  veterans'  payments  and  benefits,  civil 
defense  and  stockpiling  of  industrial  raw  materials. 
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Even  this  definition  causes  problems.  First,  it  may  be  argued  that  the 
division  between  defense  and  other  public  expenditures  contributing  to  Free 
World  security  is  somewhat  arbitrary.  Economic  assistance  to  developing 
countries  and  expenditures  to  keep  free  access  to  Berlin  do  supplement  mili¬ 
tary  outlays  where  they  promote  political  cohesion  and  contribute  to  Free 
World  stability. 


A  second  reservation  sometimes  expressed  about  the  NATO  definition 
is  that  the  cost  of  defense  should  be  defined  as  the  value  of  civilian 
goods  and  services  which  have  been  foregone  because  of  the  defense  effort 
in  question  —  this  is  the  economists'  opportunity  cost.  The  difference 
between  the  opportunity  cost  and  the  defense  expenditure  may  be  signifi¬ 
cant  in  the  case  of  military  personnel  for  countries  which  rely  mostly  on 
conscripts  receiving  pay  below  that  which  would  correspond  to  the  value  of 
their  services  to  the  economy.  The  defense  effort  of  these  countries  is, 
therefore,  somewhat  understated  in  relation  to  that  of  other  countries  with 
volunteer  forces.  To  be  absolutely  accurate,  account  should  be  taken  of  the 
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fact  that  the  opportunity  cost  exists  only  insofar  as  the  factors  of 
production,  such  as  manpower,  would  be  actually  used  in  the  absence  of 
the  defense  effort.  This  is  the  case  in  countries  where  the  economy  has 
reached  a  state  of  full  employment.  Clearly,  as  unemployment  changes  in 
each  country  the  opportunity  cost  of  conscripted  manpower  also  changes. 

Exchange  Rates.  Exchange  rate  fluctuations  can  exert  an  important 
impact  on  international  comparisons  of  defense  burdensharing.  A  common 
example  is  that  whenever  the  US  dollar  exchange  rate  falls  in  terms  of  the 
currency  of  a  NATO  ally,  that  country's  defense  budget  appears  smaller 
when  converted  to  dollars.  The  problem  of  comparison  is  complex  due  to 
many  significant  fluctuations  in  allied  currencies  vis-a-vis  the  US  dollar. 

Exchange  rate  movements  in  Europe  this  year,  where  several  currencies 
fluctuated  widely  vis-a-vis  the  US  dollar,  have  increased  or  decreased  the 
costs  to  us  for  stationing  our  forces  and  their  dependents  in  NATO  countries. 
We  have  held  exchange  rates  constant  in  this  report  in  order  to  minimize 
possible  misleading  effects  of  exchange  rate  fluctuations  on  burdensharing 
comparisons. 

In  addition,  exchange  rate  fluctuations  reflect  economic  and  political 
changes  in  supply  or  demand  for  currencies  —  this  in  turn  reflects  changing 
financial  and  trade  relationships  between  countries.  They  can  reflect 
swings  in  mood  or  business  confidence  between  countries  as  well.  Because 
exchange  rates  are  subject  to  many  economic  and  political  forces  , 
resulting  changes  in  troop  stationing  expenses  are  not,  in  real  terms, 
costs  to  the  Alliance  in  burdensharing  terms.  Instead,  they  are  largely 
indirect  costs  of  international  economic  and  political  swings. 

It  is  crucial,  therefore,  to  find  a  method  for  equalizing  exchange 
rate  fluctuations.  The  most  precise  method  developed  to  date  is  the 
Purchasing  Power  Parity  (PPP)  system.  The  PPP  states  the  number  of 
units  of  a  country's  currency  which  have  the  same  purchasing  power  for 
a  category  of  goods  or  services  which  a  US  dollar  has  in  a  given  year. 

The  PPP  method  is  used  to  make  comparison  between  two  countries,  but 
becomes  far  more  complex  when  several  economies  are  being  compared. 

A  system  developed  by  the  United  Nations  to  try  to  solve  this  prob¬ 
lem  is  the  "Country-Product-Dumny"  (CPD)  method  which  uses  a  set  of  "inter¬ 
national  prices"  derived  from  Purchasing  Power  Parities.  The  UN  comparisons 
using  these  "international  prices"  have  revealed  a  very  different  picture 
when  compared  with  straight,  linear  exchange  rate  conversions.  The  latter 


U  Since  1971,  most  countries  have  used  an  international  system  of  floating 
exchange  rates. 

y  International  Comparisons  of  Real  Product  and  Purchasing  Power,  by 
Irving  B.  Kravis,  Allan  Heston  and  Robert  Summers,  published  by  the 
Statistics  Office  of  the  UN  and  the  World  Bank,  John  Hopkins  Press, 
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method  tends  to  understate  real  expenditures  by  other  countries  relative  to 
the  US,  especially  when  the  dollar  is  strong.  Dollar  depreciation  against 
some  European  currencies  in  recent  years  has  tended  to  reduce  the  margin 
of  error  somewhat.  In  1970,  for  example,  a  US  study  found  that  the  US  GDP 
was  28.3#  lower  than  the  aggregate  GDP  of  a  group  of  other  countries  measured 
in  terms  of  "international  dollars",  but  8.9%  higher  when  measured  by  linear 
exchange  rate  conversions.  Assuming  that  1970  UN  data  on  GDP  comparisons 
could  be  used  in  a  proportionate  manner  to  compare  defense  expenditures,  for 
Germany  as  a  percent  of  US  expenditures  for  1970  would  change  from  12.61% 
measured  by  UN  exchange  rate  conversions  to  10.33%  —  an  18%  decline.  By 
1973,  however,  the  defense  expenditure  ratios  would  move  in  the  opposite 
direction  —  from  6.59%  (if  measured  by  the  UN  method)  to  7*61%  (if 
measured  by  international  dollar  prices)  —  a  15%  increase. 

Because  of  such  problems  of  statistical  methodology,  NATO  uses 
agreed-upon  statistical  data  and  systems  in  preparing  its  International 
Staff  Memorandum  —  "Basic  Statistical  Data  on  the  Defense  Effort  and 
Economic  Developments  of  NATO  Countries".  The  staff  memorandum  employs 
an  exchange  rate  conversion  method  to  compare  national  defense  expendi¬ 
tures.  The  NATO  International  Staff  is  persistently  working  on  the  prob¬ 
lem  of  developing  better  methodology  to  improve  price  deflators.  This 
will  be  a  precondition  to  the  development  of  an  accepted  PPP  system  for 
defense  comparisons.  Meanwhile,  NATO  draws  its  comparisons  using  the 
best  available  data  plus  other  consistent  sources  in  its  International 
Staff  Memorandum.  The  UN  study,  however,  indicates  the  weakness  of  cur¬ 
rent  exchange  rate  conversions. 

The  Effects  of  Inflation  on  Defense  Spending  Measurement.  Methodology 
for  handling  the  complex  problem  of  measuring  the  effects  of  inflation  on 
defense  spending  comparisons  has  evolved  into  a  science  of  its  own.  The 
commonly  used  system  in  NATO  is  known  as  the  deflator;  it  is  designed  to 
permit  comparisons  among  several  countries  with  differing  exchange  rates. 

Use  of  the  deflator  permits  the  study  of  real  outlays  in  goods  and  ser¬ 
vices.  Deflators  can  be  computed  in  many  ways,  and  several  different 
deflator  methods  have  been  used  in  attempts  to  draw  significant  compari¬ 
sons  and  conclusions  about  the  defense  budgets  of  NATO  countries  and 
Japan  -  but  none  developed  are  flawless.  The  deflator  is  the  best  tool 
devised  at  this  time  as  a  shorthand  for  allowing  comparisons  to  be  drawn 
and  is  used  widely.  In  short,  the  deflator  factor  sets  what  is  believed 
to  be  the  fair  rate  of  comparison  between  the  prices  of  the  goods  and 
services  and  budget  outlays  of  one  country  with  those  items  in  another, 
thus  allowing  for  Inflation  rates. 

Inflation  can  have  a  significant  impact  on  the  public's  perception 
of  defense  spending.  While  budget  outlays  for  defense  in  nominal  terms 
have  continued  to  increase,  the  goods  and  services  that  those  monies  will 
buy  increases  less  rapidly  because  of  the  rate  of  inflation.  Leaders 
have  great  difficulty  conveying  this  message,  which  leads  to  another  key 
aspect  of  the  effect  of  inflation  on  defense  spending  —  the  political 
impact.  In  inflationary  times,  leaders  experience  strong  competition 
among  conflicting  interests  and  programs  for  scarce  budgetary  resources. 


When  social  and  welfare  programs  are  threatened  and  the  burdens  of 
society  to  care  for  its  young  and  its  old  are  increasingly  difficult 
because  of  inflation  (witness  the  financial  problems  of  a  social  security 
system),  defense  spending  is  not  always  politically  popular.  This  influ¬ 
ences  leaders  and  politicians  who  want  to  be  reelected.  In  short,  the 
effects  of  inflation  on  defense  spending  and  on  a  nation's  will  to  spend 
for  defense  can  be  devastating.  Many  NATO  countries  are  caught  in  this 
spiral  now,  and  the  situation  worsened  for  several  of  them  during  1981. 

General  Economic  Impact  of  Defense  Efforts.  While  NATO  countries 
have  political  and  defense  aims  in  common  which  they  endeavour  to  reach 
through  the  Alliance,  the  statistics  indicate  clearly  that,  from  many 
points  of  view,  and  in  particular  as  far  as  economic  positions  are  con¬ 
cerned,  they  are  in  very  different  situations.  This  is  true  for  their 
areas  and  populations.  The  latter  varies  from  some  236  thousand  for 
Iceland  to  about  230  million  for  the  United  States.  The  density  of  the 
population  is  also  very  different  ranging  from  six  persons  per  square 
mile  in  Canada  and  Iceland  to  900  in  the  Netherlands.  Setting  aside 
areas  for  military  use  is  more  difficult  and  represents  a  heavier  burden 
for  the  economy  in  countries  whose  space  is  limited.  Obviously,  the 
Gross  Domestic  Products  (GDP)  also  vary  widely  from  the  order  of  $3-^ 
billion  in  the  case  of  Iceland  and  Luxembourg  to  more  than  $2,882  billion 
in  the  case  of  the  United  States.  The  Gross  Domestic  Product  of  the 
United  States  represents  about  50%  of  the  total  of  the  GDP  of  all  NATO 
countries.  The  second  largest,  i.e.,  that  of  Germany,  amounts  to  about 
2k%  of  that  of  the  United  States,  and  12%  of  the  NATO  total. 

To  a  large  extent,  variations  in  the  GDP  result  from  differences 
in  the  size  of  the  countries  and,  in  particular,  their  population.  How¬ 
ever,  there  are  also  large  variations  in  the  GDP  per  capita  which  indi¬ 
cate  broadly  the  degree  of  industrialization  and  development.  The  GDP 
per  capita  for  Norway  is  about  $1**  ,937  compared  to  $1,260  for  Turkey. 

There  has  always  been  considerable  support  in  NATO  for  the  concept 
that  countries  whose  general  economic  strength  is  greatest  might,  other 
things  being  equal,  be  expected  to  assume  the  greatest  defense  burden, 
i.e.,  devote  a  greater  proportion  of  their  national  product  to  defense. 
This  is  analogous  to  the  principle  of  progressive  taxation  which  most 
countries  have  for  many  years  followed  in  sharing  internally  the  burden 
of  government  and  common  services.  There  follows  the  principle  that 
those  with  higher  incomes  should  contribute  not  only  a  greater  amount 
absolutely  but  also  a  greater  proportion  of  their  incomes.  Therefore, 
civil  consumption  or  investment  has  to  be  restrained  or  reduced  in 
order  to  met  the  common  needs  of  the  Atlantic  Community.  Limitations 
should  be  least  for  the  weaker  countries. 

Many,  especially  in  European  countries,  argue  that  the  division 
between  defense  and  other  public  expenditures  contributing  to  Free  World 
security  is  somewhat  arbitrary.  Indeed,  outlays  for  education,  social 
purposes,  public  investment  intended  to  speed  up  economic  growth  or  cor- 


rect  an  unbalanced  state  of  development  in  a  country  such  as  Italy  or 
Spain,  assistance  to  developing  countries,  expenditures  to  keep  free 
access  to  Berlin,  etc.  supplement  military  outlays  insofar  as  they 
assist  in  keeping  political  cohesion,  both  at  home  and  abroad,  and  in 
resisting  Communist  threats.  But  any  definition  of  the  defense  effort 
other  than  the  present  NATO  definition  could  equally  well  be  labeled 
arbitrary.  It  may  also  be  noted  that  while  some  civilian  expenditures 
strengthen  the  defense  position  of  member  countries,  conversely,  mili¬ 
tary  outlays  (e.g.,  infrastructure  projects  for  airfields,  roads  and  so 
on)  may  sooner  or  later  benefit  the  civilian  economy.  More  generally, 
the  feeling  of  security  resulting  from  the  defense  effort  is  a  prerequi¬ 
site  of  social  order  and  prosperity.  From  this  point  of  view,  it  brings 
substantial  economic  advantages. 

From  a  strictly  economic  point  of  view,  the  cost  of  defense  could  be 
defined  as  the  "opportunity  cost",  i.e.,  the  value  of  civilian  goods  and 
services  which  fail  to  be  produced  owing  to  the  defense  effort  in  ques¬ 
tion.  The  difference  between  the  "opportunity  cost"  and  the  defense 
expenditure  may  be  significant  in  the  case  of  military  personnel  for 
countries  which  rely  mostly  on  conscripts  receiving  only  token  pay, 
much  below  that  which  would  correspond  to  the  value  of  their  services 
to  the  economy.  The  defense  effort  of  these  countries  is,  therefore, 
somewhat  underestimated  in  relation  to  that  of  other  countries  whose 
forces  contain  a  greater  proportion  of  regulars.  However,  to  be  absol¬ 
utely  accurate,  account  should  be  taken  of  the  fact  that  the  "opportunity 
cost"  exists  only  insofar  as  the  factors  of  production,  such  as  manpower, 
would  be  actually  used  in  the  absence  of  the  defense  effort.  This  is  the 
case  in  countries  where  the  economy  has  reached  a  state  of  full  employ¬ 
ment.  But  the  concept  of  full  employment  varies  from  country  to  country. 
Therefore,  it  may  be  safer  to  allow  that  all  NATO  governments  aim  to  main¬ 
tain  the  highest  possible  degree  of  employment,  and  that  if,  in  spite  of 
their  efforts,  some  factors  of  production,  for  instance  manpower,  remain 
unused,  it  is  because  they  meet  serious  obstacles  such  as  a  risk  of  infla¬ 
tion,  balance  of  payments  deficits  or  lack  of  capital. 

Balance  of  Payments.  For  some  countries,  foreign  exchange  diffi¬ 
culties  have  indeed  been  one  of  the  main  obstacles  encountered  in  the 
defense  effort.  However,  in  the  case  of  fairly  advanced  countries,  it  is 
not  normally  an  obstacle  of  a  structural  nature,  as  are  the  obstacles  met 
by  developing  countries.  In  this  respect,  looking  only  at  the  military 
transactions  affecting  the  foreign  exchange  position  would  be  misleading; 
indeed,  a  relatively  large  deficit  on  such  transactions  may  be  easily 
financed  by  countries  whose  general  balance  of  payments  is  positive,  or 
who  have  accumulated  abundant  gold  and  foreign  exchange  reserves,  while 
even  a  small  deficit  on  military  transactions  may  seriously  add  to  the 
balance  of  payments  difficulties  experienced  by  other  countries.  In 
short,  the  problem  of  the  impact  of  the  defense  effort  on  the  foreign 
exchange  position  of  a  country  has  to  be  examined  in  the  context  of 


its  overall  external  finances,  i.e.,  taking  account  of  the  strength  of 
its  balance  of  payments  and  of  its  gold  and  foreign  exchange  reserves. 

Manpower.  As  far  as  manpower  is  concerned,  it  has  been  felt  to 
be  appropriate  to  consider  the  total  of  military  and  civilian  personnel 
engaged  in  the  armed  forces  and  defense  ministries.  Taking  account  of 
military  personnel  alone  would  have  been  misleading  as  some  countries 
have  deliberately  followed  a  policy  of  "civilianization"  of  their  armed 
forces.  The  comparison  of  the  total  of  such  personnel  with  the  total 
population  shows  that  the  resulting  percentages  vary  somewhat  from 
country  to  country:  they  are  the  highest  in  Greece  and  Turkey  and 
lowest  in  Canada  and  Luxembourg.  Obviously,  the  absorption  of  a 
certain  percentage  of  manpower  by  the  armed  forces  may  have  dif¬ 
ferent  effects  on  member  countries,  according  to  whether  these 
countries  are  in  a  state  of  full  employment  or  not. 


